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TUESDAY, MARCH 4, 1952 


UNITED STATES SENATE, 
ComMMITTEE ON LABOR AND Pusiic WELFARE, 
Washington, D.C, 
The committee met, pursuant to call, at 10 a. m., in the Old Supreme 
Court room, the Capitol, Hon. James E. Murray (chairman) presiding. 

Present: Senator Murray. 

Present also: Paul Badger, member, professional staff; William H, 
Coburn, committee clerk; Ray Rodgers, minority clerk. 

The CHarRMAN. Gentlemen, the hearing will now open. Before 
calling the witnesses, I] would like to make a brief statement. 

Our hearing this morning relates to S. 2639, a bill to amend the 
Railroad Unemployment Insurance Act. This bill was introduced 
on February 11 by myself and 17 other Senators, who are equally 
concerned with the problem of providing adequate unemployment 
and sickness benefits for our railroad emplovees. There is also 
pending before our committee another bill pertaining to this same 
subject, S. 2438, which makes a little different approach to the 
problem and which was introduced by Senator Langer. 1 have 
advised Senator Langer of our intention to hold hearings and have 
invited him to present a statement in support of his bill. 

It is interesting to note that in spite of the inordinate increase in 
the cost of living and the fact that wages have been increased from 
time to time, no substantial increases have been made in the daily 
benefit rate for employees covered by the Railroad Unemployment 
Insurance Act. As you know, these rates were fixed in 1938, and, 
except for the. addition of the two highest compensation ranges in 
1946, the table of benefit rates in the act has not been changed since 
1940. I would like to emphasize the fact that since these rates were 
fixed, and according to the Consumers’ Price Index, the cost of 
living has risen more than 90 percent. 

The problem presented by this situation has not gone unnoticed. 
The many State legislatures in recent years have sought to increase 
the unemployment benefits provided under their own State programs. 
It is true, however, that the average weekly benefit amount provided by 
the States is more than that provided under the Railroad Unemploy- 
ment Insurance Act. 1 believe, therefore, that it is incumbent upon 
this committee to consider carefully the legislation that is now before 
us and to attempt to find a practical solution which will prove satis- 
factory to all concerned. 

At this point, I will have the bill S. 2639 inserted in the record. 

(S. 2639 is as follows:) 

1 
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A BILL To amend the Railroad Unemployment Insurance Act 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 2 of the Railroad Unemployment 
Insurance Act, as amended, is amended by substituting for the table appearing in 
subsection (a) thereof the following: 


Col I Dally be at 
“Co a ne 
Total cunsgbenndiien "aie 
a es wba aerma ame $3. 00 
RIS ae Re TS Ie SOLS SSP cin UP ee Pe ec pe cle ae 3. 50 
Neen a es cm ac enae we 4. 00 
I a. cag mi OC 4. 50 
ee om ay ane ne ee 5. 00 
SERRE gS ot gg a nee 5. 50 
i rN er eS ee ae atin phein licence 6. 00 
$2,500 to $2,999.99 _- SA ore Ret a ee Nt dn wigan eile me ae 6. 50 
I a i os sb we bimiceits dnle ms 7. 00 
he Mh cl we cae ae 7.20 


Sec. 2. The amendment made by this Act shall become effective with respect 
to benefit years beginning on and after July 1, 1952. 


(The following reports were subsequently supplied for the record:) 


Unrtep STaTes or AMERICA, 
RAILROAD RETIREMENT Boarp, 
Chicago, Ill., February 26, 1952. 
Hon. James E. Murray, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. C 


Dear Senator Murray: This is a report on 8. 2639 which was introduced in 
the Senate on February 11, 1952, and referred to your committee for consideration. 

The bill would substitute a new table of benefit rates for that now appearing in 
subsection (a) of section 2 of the Railroad Unemployment Insurance Act. The 
new table provides for 10 daily benefit rates, beginning with $3 and increasing by 
50-cent intervals to $7.50; at present there are 9 daily benefit rates, the lowest 
being $1.75 and the highest $5. The compensation ranges to which the various 
rates would be applicable are somewhat different from those provided for in the 
table now contained in the act. In the new table the lowest compensation range 
is from $300 to $474.99, while the highest is $3,500 and over; at present the lowest 
range is from $150 to $199.99, and the highest is $2,500 and over. 

The Board favors the enactment of this bill. Except for the addition of the 
two highest compensation ranges in 1946, the table of benefit rates in the act has 
not been changed since 1940. Since that time, in order to meet the rising cost of 
living, wages have increased to such an extent as to make unnecessary any com- 
pensation range beginning with less than $300 and to require, on the other hand, 
a revision and liberalization of the benefit scale, in the manner proposed in 8. 2639, 
in order to eliminate the disparity between wages and existing benefit rates. 

Moreover, for the calendar vear 1951 the average weekly benefit amount for all 
States was $21.08 as against $17.41 under the Railroad U nemploy ment Insurance 
Act. The bill, if enacted, would have the effect of bringing the average weekly 
benefit amount under the Railroad Unemployment Insurance Act to slightly 
above the States’ average for the calendar year 1951. This slight advantage, 
however, would not be of long duration because the States’ 1951 average does not 
reflect for the entire year the increases provided in some of the States during the 
year (in the State of Illinois the increased rate will not be effective before April 
1952), and because the governors of some States have recently recommended 
increases in unemployment benefit rates and the legislatures of other States are 
now considering such increases. 

The atached copy of a letter from the President of the United States to Senator 
Blair Moody, dated February 18, 1952, in reply to Senator Moody’s letter of 
February 5, 1952, is marked ‘‘Exhibit A” and is made a part hereof. In his letter 
the President said, among other things, that most State benefits are inadequate 
and should be raised. 

During the hearings on February 19, 1952, before the Senate Committee on 
Finance on S. 2504, the Honorable Maurice J. Tobin, Secretary of Labor, confirmed 
the President’s views with regard to the inadequqcy of the benefit rates in the 
States and the need for increasing such rates. Further, in discussing the reasons 
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for the States’ failure to maintain benefit rates in relation to wages, Secretary 
Tobin quoted from the report of the House Committee on Ways and Means on 
the original Social Security Act of 1935 to the effect that originally each State 
feared that an unemployment insurance law would place its industries in competi- 
tion with industries of States which did not have such laws and that the purpose 
of the Federal tax was to equalize interstate competition, that is, to enable each 
State to enact an unemployment insurance law without fear of placing its indus- 
tries at a competitive disadvantage with industries of other States. However, 
the Secretary stated, in effect, that because of the operation of the merit rating 
system, the primary purpose of an unemployment insurance law (to provide 
adequate benefits) has since been lost sight of by the States in their efforts to keep 
costs down. Pointing out that this in turn reestablishes the same competition 
which existed in 1935, the Secretary stated: 

‘“* * * the variation among States in benefits and in employment taxes has 
brought back the same competitive condition among the States. The Federal 
Government’s responsibility is basically the same now, to assist the States to have 
adequate unemployment insurance systems, as it was in 1935; to assist them to 
have unemployment insurance systems at all. What was done then by the 
Nation-wide employment tax has to be sought now by Nation-wide standards so 
that no State is prevented from paying benefits by fear of handicapping its em- 
ployers in competition with industry in other States. 

“Now, way back in 1935 all of the States were collecting 2.7 percent, and the 
benefits generally over the country were fairly generous in relation to wages as 
compared with those paid today, and the reason is that subsequently the 2.7 
percent ceased to be an even payment over the Nation through the operation of a 
merit rating system; and now you find inadequate payments in States due to the 
endeavor to keep charges by the respective States down.” 

The Board is convinced that the changes in the act proposed in 8. 2639 would not 
require any change in the provisions of section 8 of the act relating to contributions. 
Actually, it seems likely that for some years contributions would remain at the 
present minimum rate of one-half of one percent. However, if that minimum rate 
should eventually prove insufficient, the contribution rate would rise automat- 
ically, and the present provisions of section 8 permit it to rise to a level sufficient 
to provide all funds which could be needed under any reasonably foreseeable 
circumstances. 

It may be noted that, since the elimination of the lower compensation ranges 
would clearly raise the qualifying amount to $300, it would seem advisable to 
substitute ‘$300’ for ‘$150’ in section 3 of the act. 

One member of the Board dissents from this report and his dissenting views 
are set forth below. 

Time has not permitted submission of this report to the Bureau of the Budget. 
When we have received the comments of that Bureau, we shall forward them to you. 

Respectfully submitted. 

WixiuiamM J. KENNEDY, Chairman. 

Attachment: Exhibit A. 


DissENTING Views oF F. C, Squire, MEMBER, RAILROAD RETIREMENT BOARD 


I dissent from the above report by the two other members of our Board. 

I am opposed to the bill, S. 2639. It would increase by $25,000,000 or $30,000,- 
000 a year the payments for unemployment, sickness, and maternity benefits to 
the 2% percent of the Nation’s workers who are in the railroad industry, and raise 
such benefits to a level far above that applying to the 55 percent covered by State 
laws, and far above the level recommended by the Ways and Means Committee 
(H. Rept. 871, 82d Cong., Ist sess.) for the 3 percent who are Federal Govern- 
ment employees. It is to be remembered that no similar benefits are provided by 
any State or Federal law for the remaining 39 percent of the Nation’s workers. 


PROVISIONS FOR HIGHER DAILY RATES AND OTHER LIBERALIZATIONS HAVE INCREASED 
UNEMPLOYMENT BENEFITS AS MUCH AS WAGES AND THE COST OF LIVING SINCE 
THE ORIGINAL RAILROAD UNEMPLOYMENT INSURANCE ACT OF 1938 


Railroad beneficiaries who became unemployed in the fiscal year 1951 were paid 
$23,719,000, excluding sickness and maternity benefits. A study made by mem- 
bers of our staff at my request indicates that with the wages in effect in 1938 and 
under the provisions of the original 1938 Railroad Unemployment Insurance Act 
the beneficiaries of the fiscal year 1951 would have received approximately 








4 RAILROAD UNEMPLOYMENT INSURANCE ACT 


$9,800,000. This indicates that the automatic effect of changes in wage rates and 
the changes in the benefit rates and other liberalizations that have taken place in 
the Railroad Unemployment Insurance Act from the time of the original 1938 act 
to the one now in effect, have increased benefits, based on the pattern of unemploy- 
ment in fiscal year 1951, by about 142 percent. As compared with that increase, 
full-time weekly or monthly wages have increased about 120 percent and cost of 
of living as measured by the Consumers’ Price Index has increased about 89 
percent. 


PRESENT RAILROAD UNEMPLOYMENT INSURANCE ACT IS MORE LIBERAL THAN STATE 
LAWS 


About 35 percent to 40 percent of the benefits normally paid under the Railroad 
Unemployment Insurance Act are for sickness and maternity. Only four States 
have laws for the payment of sickness benefits and those laws provide for the 
employees to pay all or part of the cost of sickness benefits. In contrast, the 
Railroad Unemployment Insurance Act provides sickness and maternity benefits 
for railroad employees Nation-wide and requires that the entire cost be borne by 
the railroads. Consequently, the Railroad Unemployment Insurance Act, in 
providing such sickness and maternity benefits entirely at the employer’s expense, 
is already much more liberal than the State systems, to the extent of about 
$28,000,000 ($26,000,000 sickness and $2,000,000 maternity) per year. 

Turning now to a comparison of only unemployment benefits. A common 
comparison, because simple and readily available, is between the average of 
weekly benefits paid all groups of beneficiaries under the State laws and the aver- 
age for all groups of beneficiaries under the railroad law. For example, under 
State laws the average weekly benefit for total unemployment for the calendar 
year 1950 was $20.76 (table 18, Statistical Supplement, Labor Market and 
Employment Security, April 1951), whereas under the railroad law the average 
for total unemployment, excluding sickness, for the fiscal year 1951 was $17.38. 
The comparison of $20.76 with $17.38 would seem to indicate that the railroad 
schedule of benefits is lower than the average of the State schedules. However, 
such conclusion would be unwarranted. It is a well-known principle of statistics 
that conclusions based on mere ‘“‘averages’’ must be reached with caution. The 
trouble here is that these two averages are not based on the same proportions of 
low and high earners. An illustration is the average weekly payments under the 
Railroad Unemployment Insurance Act. In the fiscal year 1951, the average 
paid for a week of total unemployment was $17.38 and for sickness $22.02. 
Merely looking at the $17.38 and $22.02 might lead one unfamiliar with the act 
to think that the daily rates for sickness are higher than for unemployment. 
The fact is, of course, that the act prescribes a single schedule of daily rates, 
applicable to both unemployment and sickness, no more liberal for one than for 
the other. The difference between the $17.38 and $22.02 weekly averages is due, 
not to the sickness daily rates being higher than the unemployment daily rates, 
but to the fact that a much smaller proportion of the unemployment beneficiaries 
drew benefits at the maximum rate than was true of the sickness beneficiaries. 
For example, of the unemployment beneficiaries only 24 percent were in the top 
($5) bracket whereas 68 percent of the sickness beneficiaries were in that bracket. 
For the same reason the comparison of a grand average of the States (such as 
$20.76) with a grand average of the railroad system (such as $17.38) is misleading. 
The $20.76 is based on 54 percent (table 18, Statistical Supplement, Labor 
Market and Employment Security, April 1951) in the top bracket; the $17.38 
on only 24 percent in the top bracket. 

Inasmuch as the simple, over-all averages are not properly comparable, we 
must look at the underlying detail. Of the information available for the States, 
the provisions of State laws including any legislative changes made up to December 
1, 1951, even if not effective until later, as tabulated on pages 13, 14, and 15 of 
the Social Security Bulletin of December 1951, appear to be the most readily 
usable. Averages with respect to the more important provisions of those State 
laws (including those of the District of Columbia, Alaska, and Hawaii) are com- 
pared in the table below with corresponding provisions of the present Railroad 
Unemployment Insurance Act and with the provisions proposed in 8. 2639. 
Allowances for dependents are omitted from the following table because only 11 
States have such provisions and because the amounts they pay for dependents 
constitute only about 1 percent of the total paid by all States for unemployment. 
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States 
Se ee eS __| Railroad 
Provision present 8. 2639 

Simple Weighted law 

average average ! 
Minimum weekly benefit for total unemployment’. -. $7. 26 $8. 58 $8. 75 $15. 00 
Maximum weekly benefit for total unemployment. - - 24. 50 26.45 25. 00 37. 50 
Maximum total benefits payable in benefit year 552. 90 647. 00 650. 00 | 975. 00 
Maximum weeks of total unemployment payable 22 24 26 | 26 


1 Weighted averages were obtained by weighting according to number of beneficiaries in the calendar 
year 1950. 


OTHER RESPECTS IN WHICH THE PRESENT RAILROAD UNEMPLOYMENT SYSTEM IS 
ALREADY MORE LIBERAL THAN THOSE OF THE STATES 


1. All State laws prohibit the payment of unemployment benefits to strikers 
Radically contrary is the railroad unemployment system under which, in prac- 
tically all cases, strikers are paid unemployment benefits. If the act is to be 
amended, certainly the payment of benefits to strikers should be prohibited the 
same as in all the State laws. 

2. Of the four States that have sickness (temporary disability) laws, three of 
them specifically prohibit payment of benefits for maternity, and while the other 
provides for sickness benefits in maternity cases, it is for a shorter length of time 
than the railroad unemployment insurance law, and is at the expense of the 
employees. In contrast, the Railroad Unemployment Insurance Act provides for 
Nation-wide payment of maternity benefits. These average about $535 per case, 


and aggregate about $2,000,000 per vear (bout two-thirds of the women do not 
return to work. The entire cost is on the railroads. I have never heard any 
railroad man attempt to justify this maternity provision. If the act is to be 


amended, the maternity provision should be eliminated. 

3. Under most State laws the taxpaying employer can under certain conditions 
object in the administrative proceedings and also obtain court review if he thinks 
that payments of certain unemployment benefits to his employees, or former 
employees, by the State agency are contrary to the State law. Under the Rail- 
road Unemployment Insurance Act, the taxpaying railroad employer does not 
have that right, according to the decision of the Court of Appeals for the Seventh 
Circuit in Railway Express Agency, Inc. v. Kennedy et al. (189 F. 2d 801, certiorari 
denied in 342 U.S. 830). 

41. Under the railroad law a man who quits a job without good cause, or who 

refuses to accept suitable work, is disqualified from receiving unemployment 
benefits for 30 calendar days. All States have related provisions. In some of 
them the disqualification is complete. In a great majority of the others the dis- 
qualifving period is much longer than 30 days (pp. 11, 12, Statistical Supplement, 
Labor Market and Employment Security, April 1951). 
5. All States disqualify for varying lengths of time a man who has been sus- 
pended or discharged for misconduct. The railroad law does not disqualify but, 
on the other hand, pays unemployment benefits in such a case just the same as 
if the man had been laid off due to lack of work. 

6. Practically all State laws provide that in cases of partial unemployment no 
benefits are payable when the earnings from part-time employment equal or 
exceed the weekly benefit amount. Where they fall below such amount the 
benefit is reduced by the amount of the part-time earnings less an amount varying 
by States but averaging about $3.50, designed to serve as an incentive to a man 
to continue part-time work. For example, a man otherwise entitled to the 
typical State maximum of $25 weekly benefit, who worked 1 day a week earning 
$13, would be paid an unemployment benefit for that week of $25 reduced by 
earnings of $13 plus the incentive of $3.50 or $15.50. The railroad law is more 
liberal. It pays in 2-week periods, and would pay the above man who worked a 
day each week, 10 days less 2 days worked, or a net of 8 days at $5 (the present 
maximum) per day, or $40 for the 2-week period. That is, $20 per week compared 


with the typical State payment of $15.50. As a second example, suppose a man 
worked 2 daysa week at $13 aday. Under the typical State law he would get no 


unemployment benefits because his weekly earnings of $26 would exceed the State 
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unemployment maximum benefit of $25. Under the railroad law, however, if 
similarly qualified for the top bracket rate of $5 per day, he would get $15 per 
week (10 possible compensable days in a 2-week period less 4 days worked leaves 
6 actually compensable days at $5.) 


LIMITATION ON MAXIMUM BENEFITS IN STATE LAWS NOT CONTAINED IN THE 
RAILROAD LAW 


In most States the maximum amount of benefits, in addition to being restricted 
to a certain number of weeks, is further limited to a certain maximum proportion 
of the base-year earnings. The most general limitation is that total benefits 
shall not exceed one-third of the total base-year earnings. There is no such 
restriction in the Railroad Unemployment Insurance Act. Under the present 
schedule of payments in the Railroad Unemployment Insurance Act, a relatively 
small proportion of beneficiaries (around 10 percent in 1950-51) actually receive 
more than one-third of their base-year earnings. With the schedule of rates 
proposed by 8S. 2639, however, it would be possible for beneficiaries paid at all 
but the highest three rates to receive more than one-third of base-year earnings 
in benefits. At the lower rates in the proposed schedule the benefits are entirely 
out of proportion to the base-year earnings, going up as high as 130 percent of the 
base-year earnings for an employee with base-year earnings of $300. The follow- 
ing table shows the number of beneficiaries in 1950-51 with base-year earnings of 
$300 to $1,200 who exhausted benefit rights, the benefits they would receive 
under the proposed schedule, and the percent these benefits would have been of 
their base-year earnings, 


-———- 5. Oe ae ie 


| Number Proposed maximum benefits 














who drew wilinniy 
Base-year earnings — Percent of 
fiscal year Amount base-year 
1951 earnings 
$300 to $474__. Saad ae . 1, 480 | $390 130-82 
RU hg eg ATL FO | 1, 620 | 455 96-61 
$750 to $999_. i ‘ jitabialetieedes ‘ ATE 1, 480 | 520 69-52 


$1,000 to $1,299 : ; o ide eter ct aa 1, 460 | 585 58-45 











At least 20 percent of all beneficiaries during fiscal year 1951 would have 
received more than one-third of their base-year earnings if the proposed schedule 
had been in effect. 

tespectfully submitted. 
F. C. Squire, Member. 


Exuisit A 
Fesrvuary 5, 1952. 
Tue PRESIDENT, 
The White House, Washington, D. C. 

My Dear Mr. Presipent: As you know, the national need for increasing our 
military strength, as an indispensable factor in averting general war, has resulted 
in a severe cut-back in the amount of metal that can be used by industry for 
civilian production. 

Perhaps the hardest hit of all communities by this situation is industrial Michi- 
gan; therefore, I have devoted my efforts to a solution. But there are other com- 
munities in the same unfortunate position, a condition of substantial unemploy- 
ment at a time when the Nation generally is producing at a high rate and more 
than 61,000,000 people are employed in our Nation. 

With Governor Williams, I have called this situation to the special attention 
of Mobilizer Wilson and Administrator Fleischmann, and together they have 
given us vigorous cooperation. 

The ceiling on the number of automobiles to be produced in the second quarter 
of 1952 has been lifted from 800,000 to 930,000 cars, and I am urging additional 
metal allocations to achieve at least that figure or exceed it. A new manpower 
directive, No. 4, has established the policy of placing defense contracts in surplus- 
labor areas on a negotiated basis. A special task force has been set up to channel 
defense work into Detroit and other areas where there is a disproportionate 
amount of defense unemployment. And other actions are being taken, all to 
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create more jobs where they are most needed and to use our productive facilities 
to the maximum degree. 

However, in a period of semimobilization such as this, certain dislocations in 
the industrial structure are inevitable. Despite the best we can do, there will be 
substantial unemployment in some areas for some months to come. Particularly 
at present prices, the State systems of unemployment compensation are entirely 
inadequate. The national average payment is $21 a week. In these days, no one 
ready and able to work, now deprived of his job because of national need, should 
be forced to eke out an existence for his family on a $21 a week, as I am sure you 
will agree. 

I have therefore introduced in the Senate, in company with 14 other Senators 
(and Representative Dingell has introduced a companion measure in the House), 
a bill known as 8. 2504, which would provide a temporary Federal augmentation 
of State payments during the emergency period. 

This measure in no wise attempts to change or review the unemployment- 
compensation system on a permanent basis. It is an emergency measure, de- 
signed to prevent injustice and avert suffering during the mobilization period. 

I am enclosing a copy of 8. 2504. I would appreciate your reading it, making 
any suggestions you have to perfect it (it has already been through nine drafts), 
and letting me have your opinion regarding it. 

Should you be able to lend this measure your support, I believe you would be 
acting to provide equity for families heavily hit by the conversion, and to assist 
in the stabilization of the entire economy. 

With best wishes, 

Respectfully yours, 
Buiair Moopy, United States Senator. 


THe Wuire Hovsg, 
Washington, February 18, 1952. 
Hon. Buark Moopy, 
United States Senate. 


My Dear Buarr: I have your letter concerning 8. 2504, the bill providing 
supplementary Federal benefits to raise unemployment-compensation benefits in 
those States having areas with substantia! amounts of unemployment. 

I have looked over the bill with a great deal of interest, and have talked with the 
Secretary of Labor about it, although I have not been able to study it in enough 
detail to express views on al! its specific provisions. But, generally speaking, it 
seems to me that you are on the right track. 

We are facing a paradoxical situation right now. Across the country, generally, 
production is booming and employment is very high. Yet in some industries, 
affecting particular localities more than others, unemployment has been increasing 
sharply. The national mobilization effort is undoubtedly a factor in both situations. 

The defense program has not been the only factor leading to fewer jobs in some 
localities, but it certainly has contributed to that result. There is no more dra- 
matic illustration than the situation out in Michigan today. You are quite right to 
be worried about it. We are all worried about it. Naturally, our main effort 
has to be to find useful and productive jobs for all the unemploved who need and 
want work. But I agree that the Federal Government should help make sure that 
the people who are losing jobs right now are not penalized by the inadequacy of 
State unemployment benefits. 

S. 2504 proposes to correct that inadequacy on an emergency basis, by using 
Federal funds to supplement State unemployment benefits. This approach seems 
reasonable to me, as a short-run solution, until the States can act to increase the 
benefits paid out of their own insurance trust funds. Most State benefits are 
plainly inadequate. They should be raised—emergency or no emergency. But I 
am afraid there is no practicable way to raise them quickly to meet the present 
situation, except through the device of Federal supplementation. We have had 
plenty of experience to demonstrate that the States themselves simply cannot or 
will not act fast enough. 

Of course, this kind of stopgap, emergency action is not a substitute—and I am 
sure you do not regard it as a substitute—for the general basic improvements in 
unemployment insurance which I have been urging on the Congress for several 
years. If those improvements had been in effect today, there would be far less 
need for emergency Federal action. In the long run, the present State systems of 
unemployment insurance will have to be substantially improved and expanded to 
give us an up-to-date, effective program. And, in the long run, the primary re- 
sponsibility of the Federal Government should be to make sure this gets done. 
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I hope these comments will be helpful to you. I believe very strongly that this 
Government has a positive obligation to combat unemployment everywhere and 
all the time. And we have a duty to give our workers and their families a decent 
measure of protection against the loss of earnings that unemployment brings. 

Sincerely yours, 
Harry 8S. TRUMAN. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 24,°1982. 
Hon. James E. Murray, 
Chairman, Senate Committee on Labor and Public Welfare 
Washington, D.C. 


My Dear Mr. CuarrMan: This will acknowledge vour letter of February 12, 
1952, requesting the views of the Bureau of the Budget on 8. 2639, to amend 
the Railroad Unemployment Insurance Act. 

The changes made by this bill from the existing law are as follows: 


’ 


Daily benefit rate Daily benefit rate 
Base-year compensation Base-year Compensation 
Pres nt 3 of29 Present S. 2639 
v , law 

$150 to $199.99 $1.75 0 |) $1,300 to $1,599.99 sp $3. 50 $5. 00 
$200 to $299.99. 2.00 0 | $1,600 to $1,999.99 4.00 5. 50 
$300 to $474.99 i 2. 00 $3.00 || $2,000 to $2,499.99 4. 50 6. 00 
$475 to $749.99 9 95 , $2,500 to $2,990.99 5. 00 6. 50 
$750 to $999.99 2 50 1.00 | $3,000 to $3,499.99 . 5. 00 7.00 
$1,000 to $1,299.99 5 3. 00 1.50 $3,500 and over 5.00 7.50 


Based on 1951 experience, when unemployment was the lowest in the last 
5 years, the average benefit under the proposed legislation would be increased 
45 percent. This would have amounted to about $25 million more in total benefit 
payments from the trust fund. A similar increase in 1950, when unemployment 
was the highest since the system started, would have amounted to about $65 
million. 

Except for the addition of the two highest compensation ranges in 1946, the 
table of benefit rates in the act has not been changed since 1940. Since then, 
earnings have increased so that a greater proportion of beneficiaries receive the 
maximum benefit and have a smaller proportion of past earnings replaced during 
periods of unemployment or sickness. Cost of living has also risen, making it 
more difficult for present benefits to cover the minimum requirements for food 
and shelter. Consequently, the objective of 5, 2639 is desirable. 

Under the proposed legislation, benefits would range from a minimum of $15 
a week to a maximum of $37.50 a week. In most instances the relation between 
unemployment compensation and previous earnings would be similar to that 
proposed for the Federal-State system of unemployment compensation covering 
nonrailroad industries. 

In evaluating the benefit rates of an unemployment-compensation system, the 
requirements for eligibility for benefits should be considered as well as the absolute 
scale of benefits. In this regard the railroad unemployment system is confronted 
with a special problem in that a substantial number of railroad employees have 
only a casual connection with the industry. According to the 1951 Annual Report 
of the Railroad Retirement Board, there would appear to be more than 300,000 
railroad employees in 1949 whose employment was for 3 months or less. Such 
employees may work in the railroad industry for a day or a few weeks. They 
have no real attachment to the industry and frequently shift to other work or 
drop out of the labor market for a time. 

This large group of casual employees gives rise to certain problems which are 
magnified by the increase in rates proposed in 8. 2639. These problems concern 
the eligibility for benefits and the relatively high benefits which may be paid to 
sasual workers in relation to previous earnings. Under the present system, 
employees, so long as they earn the minimum amount required for eligibility, 
may draw the full 26 weeks of unemployment or sickness benefits or both in 
special cases even though such earnings were over a period of a few weeks. Of 
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the more than 300,000 railroad employees who worked 3 months or less in 1949, 
more than 70,000 would have had sufficient earnings in less than 3 months to be 
eligible for benefits under the standards set by 8. 2639. In addition, some of 
these workers may become unemployed after transfer to other industry and thus 
be eligible to draw benefits from both the railroad unemployment insurance and 
other unemployment insurance in succession, receiving much more than others 
who have been steadily employed in only one industry. 

If, in connection with revision of the rates, it should be felt desirable to correct 
these problems, a satisfactory device would be to establish a standard of eligibility 
which couples with & minimum earnings requirement a further requirement that 
the employee work for a given period of time. Such a test of attachment would 
appear to be equitable for a system serving only one industry. 

Sincerely yours, 
F. J. Lawton, Director. 

The Cuairnman. The first witness this morning will be Mr. George 
M. Harrison, president of the Brotherhood of Railroad and Steamship 
Clerks. We welcome vou here this morning, Mr. Harrison, and we 
will be very much interested in your statement. 


STATEMENT OF GEORGE M. HARRISON, GRAND PRESIDENT, 
BROTHERHOOD OF RAILWAY AND STEAMSHIP CLERKS, FREIGHT 
HANDLERS, EXPRESS AND STATION EMPLOYEES 


Mr. Harrison. Thank vou. 

For the benefit of the record, Mr. Chairman and members of the 
committee, my name is George M. Harrison. I am grand president 
of the Brotherhood of Railway Clerks, Freight Handlers, E xpress and 
Station Employees, with offices at 1015 Vine Street, Cincinnati, Ohio. 
| appear here not only on behalf of my own organization but as spokes- 
man for the Railway Labor Executives’ Association in support of bill 
S. 2639. 

The Railway Labor Executives’ Association is an association com- 
posed of the chief executives of 19 standard railway-labor organiza- 
tions and the president of the railway employees’ department of the 
American Federation of Labor, which is in itself an association of 
seven shop-craft organizations who are all individually represented in 
the association through their chief executives. The organizations 
represented are the following: ; 
Switechmen’s Union of North America 
The Order of Railroad Telegraphers 
American Train Dispatchers’ Association 
Railway Employees’ Department, A. F. of L. 

International Brotherhood of Boilermakers, Iron Ship Builders, and 

Helpers of America 
International Association of Machinists 
International Brotherhood of Blacksmiths, Drop Forgers and Helpers 
Sheet Metal Workers’ International Association 
International Brotherhood of Electrical Workers 
Brotherhood Railway Carmen of America 
International Brotherhood of Firemen and Oilers 
Brotherhood of Railway and Steamship Clerks, Freight Handlers, 

Express and Station Employees 
Brotherhood of Maintenance of Way Employees 
Brotherhood of Railroad Signalmen of America 
National Organization Masters, Mates, and Pilots of America 
National Marine Engineers’ Beneficial Association 
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International Longshoremen’s Association 

Hotel and Restaurant Employees and Bartenders International Union 
Railroad Yardmasters of America 

Brotherhood of Sleeping Car Porters 

The employees represented by organizations whose chief executives 
compose the association constitute approximately three-fourths of 
all the railroad employees. 

Practically all the railroad employees in the country who are not 
represented by organizations whose chief executives compose the asso- 
ciation are represented by four other standard railway labor organiza- 
tions, namely, the Brotherhood of Locomotive Engineers, the Brother- 
hood of Locomotive Firemen and En inemen, the Brotherhood of 
Railroad Trainmen, and the Order of Rascay Conductors. I have 
been informed that these four oranizations take the same positions 
with respect to the bill before your committee as the Association does 
and that they are at least generally in agreement with the views I 
shall express. However, I have not had an opportunity specifically 
to clear my testimony with them and I do not mean to commit them 
to anything I shall say. I think they all have representatives here 
and if they have any different or additional views they will no doubt 
express them, too. 

The Railway Labor Executives’ Association has, and has had for 
some years, a standing committee charged with watching over the 
functioning of the railroad retirement and railroad unemployment 
insurance systems and particularly to develop and recommend 
amendments to that legislation when such amendments appear to be 
desirable. I am the chairman of that committee. The committee 
includes, in addition to myself, Mr. G. E. Leighty, president of the 
Order of Railroad Telegraphers, who is also the chairman of our asso- 
ciation, Mr. T. C. Carroll, president, Brotherhood of Maintenance of 
Way Employees, Mr. Michael Fox, president, Railway Employees’ 
Department, A. F. of L., Mr. J. M. Burns, vice president, Sheet 
Metal Workers’ International Association, and Mr. William J. Van 
Buren, secretary-treasurer, National Organization, Masters, Mates, 
and Pilots of America. 

The bill S. 2639 to amend the Railroad Unemployment Insurance 
Act, which this committee now has before it, is endorsed by our 
association and the four transportation brotherhoods, and we earnestly 
urge its prompt enactment on behalf of all the railroad employees 
represented. 

My discussion of the bill will perhaps be better understood if I 
first refresh your recollection as to how the Railroad Unemployment 
Insurance Act operates. An individual’s eligibility for benefits and 
the rate of benefits that he can draw are based upon the total amount 
of his creditable earnings (up to $300 in any calendar month) in a 
preceding calendar year known as the “base year.’’ The theory is 
that the total earnings in railroad employment give a perhaps rough 
but readily administrable appraisal of the employment the loss of 
which is insured against. It is-of course a product of the combined 
effect of the rate of earnings and steadiness of the employment. 

The total earnings in any particular calendar year determine the 
eligibility for and the rate of benefit payments during the 12-month 
period beginning July 1 of the next vear. That 12-month period 
is known as the benefit year. 
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Within the benefit year unemployment is measured by days. In 
general, without going into all the refinements, a calendar day on 
which an employee is able to work and is available for work but 
earns no pay is a day of unemployment. If sickness prevents his 
earning pay in the day, it is called a day of sickness and is treated like 
a day of unemployment, except that days of unemployment and 
days of sickness are not combined for purposes of computing benefits. 

When an individual registers as unemployed he starts what is known 
as a registration period which is simply a 14-day period beginning with 
the first day for which he registers. For the first registration period 
of any individual for which benefits are payable in a benefit year he 
can draw benefits only for the days of unemployment in that registra- 
tion period in excess of 7. In other words, if throughout the benefit 
year he never has more than 7 days of unemployment in a registration 
period he never draws any benefits. That arrangement is analogous 
to the waiting-period arrangement that is provided under the State 
laws. 

Once an individual has had more than 7 days of unemployment in a 
registration period he is thereafter in that period entitled to benefits 
for each day of unemployment in excess of 4 in any subsequent regis- 
tration period. In other words, if he is totally unemployed for 2 
weeks, he would be entitled to benefits for 10 days or the equivalent of 
5 days per week which is now the generally prevailing workweek in 
the industry. The total number of compensable days in a benefit 
year is 130 or the equivalent of 26 weeks. 

For purposes of using the base-year earnings to determine a daily 
benefit rate for the compensable days of unemployment, the act sets 
forth a table in which the base-year earnings are grouped in a number 
of brackets and opposite each bracket is a specified daily benefit rate. 
Under the present law the base year earnings taken into account by 
these brackets range from a minimum of $150 to a maximum of 
$2,500. That range of compensation is broken down into nine brack- 
ets and opposite each appears a daily benefit rate. The range of the 
daily benefit rates is from $1.75 to $5. 

With that background it is probably more readily apparent what 
the bill before you seeks to accomplish. It is simply a revision of the 
benefit rate table that I have just been discussing. You will note 
that in the bill the minimum base-year earnings taken into account is 
$300 and instead of treating all compensation of $2,500 and over on 
the same basis there have been added two brackets at the bottom of 
the list so that we would now provide a different daily benefit rate for 
base-year earnings of $3,000 to $3,499.99 and for $3,500 and over. 
Otherwise the bill makes no change in the base-year earnings brackets. 
In other words, except for the upward revision at both ends of the 
scale, the breakdown of the base-year earnings would remain just as 
in the present law. 

To facilitate your comparing the provisions of the bill with the pro- 
visions of the present law, I have had a table prepared, and I ask that 
it be distributed to the committee, and if the chairman permits, I 
suggest that it be identified as table No. 1 

The CHarrMan. It will be so identified and carried in the record 
at this point. 

(Table No. 1 is as follows:) 
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TABLE No. 1 


Benefits for unemployment and sickness (excluding maternity) under the present 
Railroad Unemployment Insurance Act and under the schedule proposed in 
H. R. 6525 and 8. 2639 


Present act H. R. 6525 and 8. 2639 

Benefits for 14- Benefits for 14- Maxi- 

day registration day registration mum 
period period benefits 

year Gar - : elated Maxi- . Nedilicnitipsipacpihettsiand axi- | Percent! 28 Per: 
Base-year earnings Daily faxi Daily Maxi- | I ercent) cont of 

benefit mum | henefit mum increase snini- 

raha benefits aha benefits in : 

rau First | Subse- for year First | Subse- for year] benefits neal. 

quent a quent rege 

period periods period periods fying 

earn- 

ings 

$150 to $199.99 $1.75 | $12.25 | $17.50 |$227. 50 
$200 to $474.99 2.00 14.00 20.00 | 260. 00 : 
$300 to $474.99 $3.00 | $21.00 $30 $390 50.0 130 
$475 to $749.99 2. 25 15. 75 22. 50) | 202. 50 3. BO 24. 50 35 455 55. 55 O68 
$750 to $999.99 2. 50 17. 50 25.00 | 325.00 4.00 28. 00 4) 520 60.0 69 
$1,000 to $1,299.99 3.00 21.00 30.00 390.00 4. 50 31.50 45 585 50.0 5X 
$1,300 to $1,599.99 3. 50 24. 50 35. 00 455.00 5.00 35. 00 AQ 650 42.9 oO 
$1,600 to $1,999.99 4.00 28. 00 40.00 | 520.00 5. 50 38. 50 55 715 37.5 45 
$2,000 to $2,499.99 4.40 31. 50 45.00 | 585.00 6. 00 42.00 60 780 33. 33 3Y 
$2,500 to $2,999.99 | { 6. 50 45. 50 65 845 30.0 |, 34 
$3,000 to $3,499.99 5. 00 35. 00 50.00 | 650.00 7.00 49.00 70 910 40.0 30 
$3,500 or more | 7. 50 52. 50 75 975 50.0 28 
Note.—The benefit year begins July 1 and the base year is the preceding calendar year 
Source: Office of Director of Research, Feb. 16, 1952 


Mr. Harrison. You will note on the table that the brackets of 
base-year earnings are shown including both those that would be 
eliminated, and those that would be added. You will note in the 
left-hand column, the first bracket $150 to $199.99 now carries a 
rate of $1.75 a day for unemployment. 

The next bracket is $200 to $474.99, which carries a rate of $2. 
We propose to begin the base-year earnings at $300, which is the next 
figure in the first column, $300 to $474.99, and we propose to make 
that compensable at a rate of $3 per day in case of unemployment. 
You will find the $3 in the sixth column. 

So the bill proposes that before any railroad workers would be 
entitled to receive unemployment insurance benefits he must have 
earned in the preceding calendar year compensation of not less than 
$300, and if he earned not more than $474.99 he would get $3 per day 
if he were out of work. 

Then at the bottom of the table you will notice there in column 1, 
we have added two more brackets. The existing bracket of $2,500 
and over becomes $2,500 to $2,599.99, and there are added the brackets 
$3,000 to $3,499.99, and $3,500 or more, and then we have rescheduled 
the daily benefits rates in column 6 at 50-cent intervals, running from 
$3 minimum per day to a maximum of $7.50 per day. 

There is then shown the percentage increase that the bill would 
make in the daily benefit rate for each bracket. You will find that 
in the second to last column of the table. You will note that the 
percentage increase ranges from 30 percent to 60 percent. That 
variation results simply from the fact that it was considered desirable 
to have the change from one daily benefit rate to the next higher rate 
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proceed at even 50-cent intervals, rather than to have daily benefit 
rates with odd cents or even fractions of cents. 

Based on the actual distribution of beneficiaries in the 1950-51 
benefit year, the over-all increase is 35.6 percent in the benefits pro- 
posed for unemployment due to lack of work and 41.2 percent in the 
over-all increase for unemployment due to sickness. 

Our next witness, Mr. Lester P. Schoene, general counsel of the 
Railway Labor Executives Association, will present that distribution 
of beneficiaries in more detail. 

Finally, in the last column of table 1, you will find for each bracket 
the maximum benefit in a benefit year as a percentage of the minimum 
qualifying earnings for that bracket. 

| think the purpose of the bill is evident enough. It is simply a 
matter of adjusting an insurance program to present-day values. If 
a person had a house in 1940 that was worth $10,000 and he carried 
$7,500 of fire insurance on it, and that house is now worth $16,000, he 
would now have to carry $12,000 of insurance to be insured to the 
same degree. Even if that person did carry $12,000 of insurance now 
and the house burned down, he would still be out $4,000 at the present 
time; whereas if it had burned down in 1940, he would only have been 
out $2,500. But in both cases, he would have been three-fourths 
insured, and would have been carrying one quarter of the risk himself. 

We find ourselves with respect to unemployment insurance carrying 
insurance based on 1940 values, whereas the unemployed face 1952 
losses. The Railroad Unemployment’ Insurance Act was enacted in 
1938 to become effective in 1939. The first experience with its opera- 
tion showed immediately that the benefits produced in actual operation 
were far less adequate than had been supposed. Consequently, it was 
amended in 1940 to establish the present schedule of daily benefit 
rates for base-year earnings up to $2,000. By 1946, there had been 
such an increase in the cost of living and concomitant increase in 
wages that the nonrecognition of earnings differentials above $1,600 
per year could no longer be justified. At that time the present 
earnings brackets of $2,000 to $2,499.99 and $2,500 and over with the 
corresponding daily benefit rates of $4.50 and $5 were added. But 
more radical changes have occurred since 1946 than between 1940 and 
1946. During the 1939-40 period the cost of living index was practi- 
cally at 100—a fraction below in 1939 and a fraction above in 1940. 
By June of 1946, it had increased by one-third, and stood at 133.3. 
As of December 1951 it had increased to 190, or an increase of over 
42 percent since June of 1946. 

We are thus faced not only with the same kind of adjustment prob- 
lem at the upper range of the benefit scale as we had in 1946 but also 
with the accumulated change in values since 1940 in other portions of 
the benefit seale. 

The railroad unemployment insurance system appears in this re- 
spect to be somewhat worse off than the State svstems applving to 
other industries. Our next witness, Mr. Schoene, will give vou some 
comparisons along those lines. However, I want to call your atten- 
tion to the fact that this same situation is now receiving consideration 
as an emergency matter so far as the unemployment insurance appli- 
cable to other industries i is concerned. 

Senator Moody has introduced bill S. 2504 in the Senate and 
Congressman. Dingell has introduced the corresponding bill in the 
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House, H. R. 6174, to provide Federal supplements to the State 
unemployment-insurance payments, because they are so far out of 
line with present day values and there appears to be no hope that the 
States can be counted upon to act quickly enough to meet the emer- 
gency conditions. Ina letter of February 18, 1952, to Senator Moody, 
the President of the United States expressed himself favorably to this 
method of meeting the emergency. He also said, however, and I 
quote from the statement: 

Most State benefits are plainly inadequate. They should be raised—emergency 
or no emergency * * * In the long run the present State systems of unem- 
ployment insurance will have to be substantially improved and expanded to give 
us an up-to-date, effective program, and in the long run the primary responsi- 
bility of the Federal Government should be to make sure this gets done. 

I would suggest to you that one way of furthering the discharge of 
the responsibility the President referred to is for the Congress immedi- 
ately to take action and bring the railroad unemployment insurance 
system more in line with present-day values. That is all this bill 
seeks to do. 

We believe that we are entitled to improve the railroad unemploy- 
ment insurance benefits much more than this bill provides for. The 
relative protection in terms of 1940 and 1946 values that the present 
law provided as of those dates was never adequate. However, this 
bill does not seek to increase the protection relatively, but merely to 
give in terms of present values a degree of protection comparable to 
that we formerly had. 

There are several aspects of the adjustment required to be made. 
First, there is the matter of the amount of employment required to 
qualify. We recognize that the changes in wage rates that have 
occurred since 1940 make it possible now to earn the qualifying mini- 
mum of $150 with much less employment than was required in 1940. 
The bill, therefore, proposes to restore the amount of base year em- 
ployment necessary for eligibility to approximately what it was when 
the system was established. 

During the period 1938-40, the straight-time average hourly pay 
for all railroad employees was quite stable at approximately 74 cents 
per hour. In most classes of service the established workweek was 
six 8-hour days or an average of 204 hours per month, exclusive of 
Sundays or rest days and holidays. An employee working 204 hours 
at 74 cents an hour would earn $150.96. In other words, it took almost 
exactly a month of employment at the average straight-time hourly 
rate to earn the minimum qualifying base year earnings. The average 
straight-time hourly earnings as shown by the latest available Form 
M- 300 of the Interstate Commerce Commission (November 1951) is 
$1.77. In most classes of service the prevailing workweek is now 5 
days of 8 hours each or approximately 170 hours per month on the 
average exclusive of rest days and holidays. An employee working 
170 hours at $1.77 per hour would earn $300.90 ina month. The bill 
proposes to fix the minimum qualifying base year earnings at $300 or 
on the average to restore almost exactly to what it was in 1940 the 
amount of base year employment that is necessary to qualify. 

Aside from the qualifying employment required in the base year, 
the exact degree to which the protection of individuals will be re- 
stored to that initially provided will of course vary somewhat by the 
effect that changing conditions have had on the particular job. 
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Generally, the employees whose base year earnings are less than 
$2,500 have tended, by reason of increased wage rates, to move into 
higher earnings brackets and thereby automatically have obtained 
higher daily benefit rates without change in the for mula. However, 
that has not always occurred; sometimes reduction in the amount of 
employment has offset increased wage rates. And, of course, at the 
top of the scale, once an employee gets into the $2,500 bracket any 
further rise in wage levels is completely unreflected in his unemploy- 
ment insurance protection. 

It is impossible, of course, to demonstrate the effect of the bill 
on all beneficiaries but its effect in typical and average cases can be 
readily illustrated. 

Let us take first the employees working at the minimum rates of 
pay. The 25-cent-per-hour minimum established by the Fair Labor 
Standards Act required a considerable number of rates of pay in the 
railroad industry to be increased. The minimum was further in- 
creased by reason of the findings of an industry committee under the 
Fair Labor Standards Act in 1939. The minimum then established 
was 36 cents per hour and that is the minimum that was applicable 
to the class I railroads throughout the country when the present 
schedule of benefit rates was established for base year earnings under 
$2,000. An employee who was then fully employed in the base year 
at the minimum rate of 36 cents an hour would have worked a 48-hour 
week or 2,496 hours in the year earning $898.56. That would give 
him a daily benefit rate of $2.50. If he was totally unemployed, his 
weekly wage loss would be $17.28, and his unemployment benefit 
payments for registration periods other than the first in the benefit 
year would be $12.50, which would cover 72 percent of the wage loss. 

By reason of wage rate changes since 1940, the minimum which 
was then 36 cents an hour is now $1.395. An employee fully employed 
during his base year on a job paying the minimum rate would now 
work a 40-hour week or 2,080 hours a year earning $2,901.60 in the 
base year. If he becomes totally unemployed his ‘daily benefit rate 
under the present law would be $5 and his weekly benefit payment for 
registration periods other than the first in the benefit year would be 
$25. His weekly wage loss through unemployment, on a 40-hour-week 
basis, would be $55.80. His benefit payment, therefore, would cover 
less than 45 percent of his wage loss whereas minimum rated employees 
were covered to the extent of 72 percent of the wage loss in 1940. 
Under the bill before you, such an employee would received a daily 
benefit rate of $6.50 or a weekly benefit in registration periods other 
than the first in a benefit year of $32.50. That payment would cover 
his wage loss of $55.80 only to the extent of 58 percent as compared 
with 72 percent coverage for minimum rated employees in 1940. 

Now let us make the same kind of comparisons with respect to 
average rather than minimum rates. As I have said before, the 
average straight-time hourly earnings for all railroad employees in 
1940 was approximately 74 cents. Working a 48-hour week or 2,496 
hours in the base year, an employee at that average rate would have 
earned $1,847.04. That would have given him a daily benefit rate of 
$4. If he became totally unemployed, his weekly wage loss based on 
48 hours would be $35.52, and his unemployment benefit payments 
for registration periods other than the first in the benefit year would 
be $20, covering his wage loss to the extent of 56 percent. 
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As I have already mentioned, the latest figure now available shows 
the average straight-time hourly pay now to be $1.77. An employee 
fully employed in his base year at that rate on a 40-hour week would 
earn $3,681.60. If he became totally unemployed his weekly wage 
loss based on 40 hours would be $70.80. Under present law his daily 
benefit rate would be $5 and his weekly benefit payment for registra- 
tion periods other than the first in the benefit year would be $25, or 
35 percent of his wage loss. 

Under the bill such an employee would receive a daily benefit rate 
of $7.50 or a weekly benefit for total unemployment in registration 
periods other than the first in the benefit year of $37.50, which would 
cover 53 percent of his wage loss as compared with the 56-percent 
coverage that he had in 1940. 

It can thus be seen that the bill does nothing more than to restore 
somewhat the same degree of insurance protection that Congress 
originally established. By and large it falls short of complete restora- 
tion. However, it would meet to a substantial degree the present 
requirements. 

The cost of the revised benefit rates is not such as to require any 
change in the present contribution provisions of the Railroad Unem- 
ployment Insurance Act. You will recall that the basic rate of con- 
tributions or taxes for unemployment insuranee that was fixed when 
the system was established was 3 percent of the taxable payroll. The 
collection of contributions at that rate resulted in the building up of a 
constantly increasing reserve. Notwithstanding the additional benefit 
provisions of the 1946 amendments, the reserve continued constantly 
to get larger until in 1948 it had reached almost a billion dollars. 

This growth of the reserve soon engendered agitation on the part 
of the carriers for a sliding scale of contribution rates or taxes depend- 
ing on the size of the reserve. We resisted the inauguration of any 
such sliding scale system because we felt that the benefits afforded 
far too little protection and that we were entitled to have the full 
3-percent contribution or tax rate devoted to providing benefits. 

However, in 1948, we were confronted with a situation requiring 
immediate relief for our retired employees whose annuities had 
become completely inadequate in face of the tremendously increased 
cost of living. Our proposals to increase retirement benefits met 
strong resistance from the carriers. The controversy thus created 
made it doubtful whether any relief for the retired employees could be 
obtained unless we could agree with the carriers on a jointly sponsored 
bill that would give each side something it badly wanted. We arrived 
at agreement on such a bill providing a 20-percent increase in retire- 
ment benefits and setting up a sliding scale of unemployment insurance 
contributions which Congress enacted in June 1948. 

Although the sliding scale arrangement still contemplates that 
contributions or taxes will be collected at the full rate of 3 percent 
whenever the funds in the reserve should fall below $250,000,000, 
the immediate effect was to reduce current contributions or taxes to 
a rate of one-half of 1 percent. Naturally under that rate of contrubi- 
tion the reserve has been reduced as was contemplated when the scale 
was set up. Notwithstanding the fact that contributions have been 
at the minimum rate since 1948, the reserve was still $765,833,000 
at the end of the fiscal vear 1951. That is more than $300,000,000 
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above the point at which the sliding scale would call for a 1-percent 
contribution or tax rate in lieu of the %-percent contribution or 
tax rate. It is also an amount sufficient in and of itself to pay benefits 
for unemployment (not including sickness) for over 30 years at the 
rate of disbursements for the fiscal year 1951. It is thus perfectly 
apparent that although the cost of the added benefits will accelerate 
somewhat the date at which the existing sliding scale would operate 
to require a l-percent contribution or tax rate instead of a }4-percent 
contribution or tax rate it will not have any immediate effect on 
payments required from the carriers and will not have such an effect 
for some years. 

At the time the carriers were pressing for the enactment of the 
present sliding scale arrangement, Dr. Julius Parmelee, the head of 
the Bureau of railway economics of the Association of American 
Railroads, estimated that under such an arragement there would be 
a gradual increase in the contributions required with the rate eventu- 
ally stabilizing at 14 percent. The Railroad Retirement Board at 
our request estimated the increase over the cost of the present law 
that the proposed increase in benefits would involve. There estimate 
is that there would be a 35.6-percent increase in payments for unem- 
ployment due to lack of work and a 41,2-percent increase in payments 
for unemployment due to sickness. If we assign an equal weight to 
these two percentages, which is probably overly conservative, we 
would arrive at an over-all increase in the cost of 38.4 percent. If 
we were to take Dr. Parmelee’s 1948 estimate that under the present 
law the rate would eventually stabilize at 14 percent and apply to it 
a 38.4-percent increase, we would arrive at a cost of 2.076 percent of 
payroll or only about two-thirds of the cost that the present financial 
arrangements would support. However, we were not satisfied that 
Dr. Parmelee’s estimate was sufficiently conservative and we asked 
the Railroad Retirement Board to provide us with some independent 
estimates on what the over-all cost of the system would be if the bill 
is enacted. They gave us three estimates based on varying assump- 
tions of varying degrees of conservatism. Taking the highest cost 
figure estimated by the Retirement Board, that is, the most conserva- 
tive basis on _ h any estimate has been made, the long term cost 
would appear to be approximately 2.7 percent of payroll including 
the cost of claiaiadedies, It is thus apparent that even on the most 
pessimistic view the cost of the system as amended would still be less 
by a substantial margin than the cost that the present financial 
arrangements would support. 

The carriers will no doubt object to any acceleration in the time at 
which the present sliding scale arrangement would move from a 
-percent contribution or tax rate to a l-percent contribution. How- 
ever, there is no valid basis for any such objection. As 1 pointed out 
before, the basic policy calls for the devotion of 3 percent of payroll 
to unemployment insurance payments. The carriers have been en- 
joving a relaxation of that rate in the nature of a windfall which has 
already through June 30, 1951, saved them $388,120,000 as against 
the contributions or taxes called for by the basic policy provided 
the existing law. 

[ have described these savings as a windfall and they are just that. 
When the carricis were granted a 17!s-percent freight-rate increase by 
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the Interstate Commerce Commission effective January 1, 1947, one 
of the factors on which the increased rate was allowed was the cost of 
unemployment insurance contributions or taxes at the 3-percent rate. 
The inclusion of that item in the rate base was again emphasized by 
the Commission in its decision on October 19, 1947, stating that this 
item had been allowed for in the previous increase and therefore 
could not be allowed again. Thus the public has already been charged 
rates that the carriers are not in fact paying and which even under 
the proposed amendment they will not pay for some years to come. 

Mr. Chairman, that concludes my direct statement. I shall be 
followed, with the consent of the committee, by Mr. Lester P. Schoene, 
who will give you some detailed information concerning the volume of 
payments, and the type of payments, and the status of the funds, the 
amounts collected and disbursed, and the amounts on hand. 

The CuHarrMAN. You have made a very clear and understandable 
statement this morning. 

Mr. Harrison. Thank you, sir. 

The CuarrMan. We appreciate it. I would like to inquire, what is 
the situation in the railroad industry now with reference to unem- 
ployment? Is there much unemployment? 

Mr. Harrison. There is substantial unemployment in the railroad 
industry now, but not at a level that we regard as anything serious. 
It is spotty. For the most part that results because of the cut-back 
in the production of nondefense goods. We have pools of unemploy- 
ment in Detroit, in New York, and in the other large industrial centers 
as a result of unemployment in the other industries. It is not running 
at an alarming rate, however. 

The CxHarrMan. In the automobile industry in Detroit it seems to 
be pretty serious. 

Mr. Harrison. Yes. I understand there are 200,000 out of work 
in Detroit. There is also substantial unemployment in New England 
and in New York, particularly in New York City. There are about a 
quarter of a million people out of work in New York State from the 
latest information. 

The CuarrMan. And demands are being made that the Govern- 
ment look into the situation of unemployment before it gets too serious. 

Mr. Harrison. Yes. I think perhaps that might be advisable. I 
understand there are many people in Detroit who have exhausted their 
unemployment insurance benefits because the period over which they 
were payable under the law has been absorbed, and now they are 
without means of subsistence, and Senator Moody is seeking to 
alleviate that problem by some help from the Federal Government. 

The CuarrMan. He is doing a very energetic job. 

Mr. Harrison. Yes; I think it is perhaps socially desirable and 
necessary. 

The CuarrMan. Thank you very much for your statement. 

Mr. Harrison. Thank you, Senator. 

The Cuarrman. The next witness is Mr. Schoene. 

Mr. Schoene, will you first identify yourself for the record? 
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STATEMENT OF LESTER P. SCHOENE, GENERAL COUNSEL, RAILWAY 
LABOR EXECUTIVES ASSOCIATION 


Mr. Scuornez. Yes, I shall be glad to do that, Mr. Chairman. 

Mr. Chairman and members of the committee, my name is Lester 
P. Schoene. I am a member of the law firm of Schoene & Kramer, 
engaged in the practice of law here in Washington, D. C., with offices 
at 1625 K Street NW. I appear here as counsel for the Railway 
Labor Executives’ Association, which is the same association for 
which Mr. Harrison spoke. 

At the outset of my testimony, I find it necessary to suggest an 
amendment to the bill of a purely technical nature. It is an item 
that I confess I should have discovered earlier, but in the work on 
the preparation of the bill, I overlooked the fact that the figure $150 
appears also in section 3 of the bill, and should be changed to corre- 
spond to the $300 figure which is the minimum qualifying earnings 
figure set forth in section 1 of the bill. 

To correct that, I think all that is necessary is to add to section 1 
of the bill a sentence reading as follows: “Section 3 of said Act is 
amended by substituting ‘$300 for ‘$150’.”’ And then in section 2, 
change the word “amendment” from singular to plural. 

The CHarrMan. Your suggested amendments will be kept in mind 
by the committee, and acted upon. 

Mr. ScHorenr. When these hearings were scheduled, Mr. Chairman, 
I asked the Railroad Retirement Board to prepare for me from their 
records certain information concerning the operation of the unem- 
ployment insurance system, and the effect of this bill upon it, which 
I felt that the committee would want to have. That information has 
been compiled in a series of tables which I shall refer to in the course 
of my discussions, and I think members of the committee have been 
furnished with copies of those tables. Is that correct? Do you have 
copies before you? 

The CuarrMan. Yes. 

Mr. Scuorns. The type and nature of the information that is con- 
tained in these tables was determined by me and prepared by the 
staff of the Railroad Retirement Board. It was prepared in the 
office of the Director of Research of the Railroad Retirement Board, 
and represents their figures, although, as I say, the nature of the 
information was determined by me, and it was furnished in response 
to my request. 

That is also true of the table that Mr. Harrison referred to in his 
discussion. 

The CHarrman. Do you wish to have this table placed in the 
record? 

Mr. Scuorns. Yes. I have a series of six tables that I wish to 
discuss, and the first of those, which is headed ‘Unemployment 
benefits: Number of beneficiaries by daily benefit rate, in each 
benefit year, July 1939-June 1951,” 1 would like to identify as table 
No. 2, and have it copied into the record at this point. 

The CuarrMANn. It will be so copied in the record. 

(Table No. 2 is as follows:) 
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TaBLeE No. 2 


Unemployment benefits: Number of beneficiaries by daily benefit rate, in each benefit 
year, « July 1939-—June 1951! 


1940-41 { 
Daily benefit rate (amended 1941-42 194243 1943-44 1944-45 1945-46 | 1946-47? 
act only) 











i le 129, 124 74, 812 15, 614 | 4, 681 5,839 | 162, 797 
$1.75 8, 726 4, 640 623 108 93 1, 511 3, 661 
$2.00 : 39,975 | 21,903 3, 337 575 636 | 10,620 | 21, 672 
$2.25 se : Kim 29, 167 16, 175 2,379 332 | 487 | 10,934 19, 998 
$2.50 16, 559 9, 269 1,749 | 312 436 10, 236 16, 652 
$3.00 13, 361 7, 629 1,810 392 578 14, 902 21, 002 
$3.50 9, 744 5, 624 1, 568 126 | 551 18, 789 27, 584 
$4.00 11, 592 9, 572 4,148 2, 536 3, O58 95, 805 34, 875 
$4.50 : a i 28, 172 
$5.00 7 29, 937 
Size of sample on which 
based (percent 20 20 20 M) 100 20 10 
Annual report So 121 . Se 54 
| 
| Original act, 1939-40 
Daily benefit rate 1947-48 1948-49 4 1949-50 5 1950-51 ee 
Benefit Benefi- 
| rate claries 
Total . 195, 900 277, 610 470, 400 149, 460 |___ ae 162, 808 
$1.75 3, 400 3, 470 6, 280 3, 420 $1.75 | 11, 554 
2.00 19, 600 20, 560 32, 500 17, 000 1,00 , 189 
$2.25 18, 200 18, 940 | 30, 960 | 16, 320 2, 25 34, 9 
$2.50... 15, 100 17, 230 23, 840 13, 640 2. 50 26, 505 
$3.00 17, 100 19, 210 97, 300 | 13, 240 2.75 | 16, 127 
$3.50 18, 700 18, 860 25, 380 12, 520 3.00 21, 064 
$4.00 27, 300 31, 850 38, 520 17, 060 
$4.50 31, 800 51, 090 73, 540 20, 120 alae 
$5.00 $4, 700 96, 400 212. O80 6, 140 ‘ 
Size of sample on which 
based (percent 10 10 5 5 , 20 
Annual report.____. 52 217 131 ‘ sé 
Figures for the first benefit year (on a revised basis) are shown separately at the right because base- 
year compensation intervals provided in the original act, and in effect throughout that year, differed some- 
what from base-year compensation intervals subsequently established by amendments. Figures for 1940-41 


include only beneficiaries who received payments mdi Y the act as amended in November 1940. Figures 
for 1947-48 are shown to the nearest 100 and have not been revised to include Railway Express beneficiaries 
unemployed in that year to whi ym benefits were paid during the following vear. 
2 1946-47 Annual Report, p. 
3 1947-48 Annual Report, p. 52. 
4194849 Annual Report, table D-3, p. 217 
$5 1949-50 Annual Report, table C-3, p. 131 
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Unemployment benefits: Percent distribution of beneficiaries by daily benefit rate in 
each benefit year July 1939-—June 1951 


1940-41 
Daily benefit rate amended; 1941-42 1942-43 1943-44 1944-45 1945-46 1946-47 
act only 





Total 100. 0 100. 0 100. 0 100. 0 100.0 100. 0 100. 0 
$1 75 6.8 6.2 4.0 2.3 1.6 9 1.8 
‘ 31.0 29. 3 21.4 12.3 10.9 6.5 10. 6 
$2.25 22.6 21.6 15.2 i 8.3 6.7 9.8 
$2.50 12.8 12.4 11.2 6.7 7.6 6.3 8.2 
$3.00... 10.3 10.2 11.6 8.4 9.9 9. 2 10.3 
$3.50 7.5 7.5 10.0 91 ¥.4 11.5 13. 6 
$4.00_. 9.0 12.8 26. 6 54. 2 52.4 | 16.1 17.1 
$4.50 ‘ 16.4 13.8 
$5.00 tuk } 26. 4 14.7 
Total number of beneficiaries. -- 129, 124 74, 812 15, 614 4, 681 5, 839 162, 797 203, 553 


Original act, 1939-40 






Daily benefit rate 1947-48 1948-49 1949-50 1950-51 Percent dis- 
Benefit tribution 
rate of bene- 
ficiaries 
Total 100.0 100.0 100. 0 100.0 100. 0 
$1.75 ‘ 1.7 1.2 1.3 2.3 $1.75 7.1 
$2.00 10.0 7.4 6.9 11.4 2. 00 32, 7 
2.25 9.3 6.8 6.6 10.9 2. 25 21.1 
$2.50 ae 6.2 5.1 9,1 2. 50 16.3 
$3.00 8.7 6.9 8 8.9 2. 75 9.9 
$3.50 9. 6.8 4 8.4 3. 00 12.9 
$4.00 13.9 11.5 8.2 11.4 
$4.50 16, 2 18. 4 15. 6 13. 5 
$5.00 22.8 34.7 45.1 24.2 
Total number of beneficiaries 195, 900 277, 610 470, 400 149, 460 162, 808 


Source: Office of Director of Research, Feb. 21, 1952. 

Mr. Scuorene. The first sheet of that table shows the numbers of 
unemployment beneficiaries in each of the daily benefit-rate groups 
for each of the years from 1939 through 1951. I shall not comment 
specifically on the first sheet of the table because the same information 
is shown in terms of a percentage distribution on the second sheet 
of the table and I think the percentage distribution is perhaps some- 
what easier to follow, and the significance of the distribution is more 
readily apparent. 

I want to direct your attention, first of all, to the column on the 
extreme right-hand side of the page. That shows the percentage 
distribution of the beneficiaries under the original law, and you will 
note that the largest concentration was in the group which received the 
$2 benefit rate; that is, there were 32.7 percent of the beneficiaries in 
that group. 

Then generally the percentage distribution tapered off as you 
reached the higher benefit rates. It was not exactly a uniform tapering 
but there were at that time only 12.9 percent of the beneficiaries draw- 
ing the maximum rate, 
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With the amended act in 1940 to 1941, which is shown in the second 
column from the left-hand side of the page, the distribution was some- 
what different but still not radically different in that benefit year. 
There was still the greatest concentration of beneficiaries in the 
$2 rate with a tapering off toward the higher benefit rates. 

Then if you will follow the last figure in each column across the page, 
you will note that there was an increasing concentration of beneficiaries 
in the higher benefit rates. That shows the effect of the changing 
earnings rates, so that gradually more and more the concentration of 
beneficiaries was in the top rate where there is no differentiation be- 
tween beneficiaries on account of differences in earnings. That con- 
tinued to increase to where in 1942-43 there was a concentration of 
26 percent in the maximum rate, which became 54 percent in 1943-44, 
and fell off to 52.4 percent in the 1944-45 period. Then in 1946, two 
new daily benefit rates were added to relieve that situation. That 
was the so-called Crosser amendments, and you will note that the 
situation was relieved. As of that year there was an immediate re- 
distribution to where there were 16 percent in the $4 rate, 16 percent 
in the $4.50 rate, and 26 percent in the $5 rate. And for the following 
year there was no tendency to restore that concentration in the higher 
benefit rates. However, when you get to 1947-48, there has been an 
increase from 14 percent to 22 percent in the highest benefit rate. 
The following year that became 34 percent, and the year after that it 
became 45 percent. 

Those last increases do not reflect entirely changes in wage rates. 
They are in part a reflection of an increase in the volume of unemploy- 
ment. When you have an increase in the volume of unemployment 
it tends to affect the higher paid employees who, under a lower 
volume of unemployment, would not be so likely to be unemployed, 
and you will note that the year 1949-50 represented the year of the 
largest volume of unemployment that we have had at any time while 
this system was in effect. 

Similarly, the decline in concentration for the year 1950-51, when it 
went back to 24 percent, is the reflection of a very sharp decline in the 
volume of unemployment. You will note that the number of benefi- 
ciaries that year was only 149,460, which is the lowest volume of 
unemployment that had been experienced at any time since 944. 

Now, because the distribution of beneficiaries reflects in part the 
volume of unemployment and not merely the change in wage levels, I 
have asked the Board to provide me with another table showing the 
number of qualified employees, without regard to whether they drew 
benefits or not, in the particular benefit years. That would eliminate 
from the reflection of the concentration any effect of the volume of un- 
employment and merely show potential beneficiaries. That is shown 
in a table entitled, ““Number of qualified employees under railroad 
Unemployment Insurance Act by base year compensation for benefit 
years 1939-40 to 1950-51.”’ That table I should like to have copied 
into the record, and identified as table No. 3. 

The CHarrMaNn. Very well. 

(Table No. 3 is as follows:) 
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Mr. Scuoene. The upper part of the sheet, as in the first sheet of 
the previous table, shows the distribution simply by numbers of em- 
ployees. The second part of the sheet shows the percentage distribu- 
tion of the qualified employees in the same manner that the second 
sheet of the previous table shows the percentage distribution. 

You will note here that even in the 1939-40 benefit year 56 percent 
of the potential beneficiaries, as shown in the second column on the 
left hand side of the page, were in the top benefit rate. The effect of 
the 1940 amendment is shown in the next column, where, by reason 
of the addition of the four dollar benefit rate, a redistribution was 
achieved by which there were 12.2 percent of the potential benefici- 
aries in the next highest bracket, and 46.6 percent in the highest 
bracket. 

You will then note that as you follow the bottom figure across the 
page, the concentration in the highest bracket increased to 48.5 
percent, then to 50.4 percent, 51.7 percent, 56.5 percent, 57.8 percent. 
That was the situation up to the time of the 1946 amendment, when 
the two additional daily benefit rates were added. The effect of that 
addition in the 1946-47 benefit year is shown by the redistribution; 
instead of a 57.8 percent concentration in the highest bracket, there 
was 2 concentration of 32.5 percent, with 13.2 percent and 10 percent 
in the respectively next lower brackets. 

Then you can see again a repetition of the process that had oc- 
curred from 1940 to 1946. The concentration in the top benefit rate 
again rises to 41.5 percent, then to 50.5 percent, then to 58.1 percent, 
and in the final benefit year 61.5 percent. 

At the extreme right hand column of this page, there is shown the 
redistribution of potential beneficiaries for the 1950-51 year that 
would occur under the bill that you have before you for consideration. 
That simply takes the earnings that the individuals had in tne benefit 
year 1950-51, and distributes them according to the brackets that 
would be set up by the bill you are now considering. 

It shows that 20 percent would fall into the top benefit rate of 
$7.50, 27 percent would be in the $7 rate, 17.3 percent would be in 
the $6.50 rate, and 10.5 percent in the $6 rate. 

So with respect to the restoration of a recognition of wage differ- 
entials among the higher earnings group, the bill before you would 
achieve much the same sort of effect that was achieved by the action 
that was taken in 1946 when the present two top benefit rates were 
added. 

Mr. Harrison told you in his testimony that, based on the actual 
distribution of beneficiaries in the benefit year 1950-51, the effect of 
this bill would be to increase payments for unemployment due to 
lack of work by 35.6 percent, and the corresponding increase for 
benefits for unemployment due to sickness was 41.2 percent. 

That information is shown in more detail in a table that I have 
had prepared, entitled “Effect of S. 2639 on Benefits in 1950-51 
Under Railroad Unemployment Insurance Act,” which I would like 
to have copied into the record, and identified as table No. 4 

The CuHarrman. It will be so identified and carried in the record 
at this point. 

(Table No. 4 is as follows:) 
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TABLE No. 4 


Effect of S. 2639 on benefits in 1950-51 under Railroad Unemployment Insurance 


Act 
Unemployment benefits Sickness benefits (excluding maternity) 
Buase-year wage aaa en 
bracket Under Under Increase Increase 
present proposed Actual Proposed —-= 
r s S rOvV g 
PTO VISIONS | Provision Amount (Percent! Amount | Percent 
Total $23, 718, 800/$32, 171, 200) $8, 452, 400 35, 6|$26, 507, 700 ' $37, 255, 300) $10, 916, 600 41.2 
$150 to $299 1, 092, 200 1, 092, 200 169, 200 (‘) 
$300 to $474 1, 220, 600 1, 830, 900 610, 300 50.0 207, 700 314, 900 107, 200 51.6 
$475 to $749 2,024,700) 3, 149, 500 1, 124, 800 55. 6 320, 700 505, 800 185, 100 57.7 
$750 to $999 1,928,609 3,085,800! 1, 157, 200 60.0 327, O00 528, 500 201, 400 61.6 
$1,000 to $1,299 2,116,009) 3,174,000) 1,058, 000 50.0 532, 000 S18, 800 286, 800} 53. 9 
$1,300 to $1,599 2, 368, 400 3, 383, 400 1, 015, 000 42.9 730, 200 1, 076, 800 346, 600) 47.5 
$1,600 to $1,999 3, 409, 000) 4,687,400!) 1, 278, 400 37.5) 1,665,300) 2,350, 400 685, 200 41.1 
$2,000 to $2,499 3,831, 100) 5,108,100) 1, 277,000 3.3 4,017,800) 5,463,700) 1, 445, 900 36.0 
$2,500 to $2,999 3, 248, 600 4, 223, 200 974, 600 30.0) 6,507,500) 8,592,100) 2,084, 600 32.0 
$3,000 to $3,499 1, 905, 000) = 2, 667, 000 762, 000 40.0) 7,408,400) 10, 588,900) 3, 180, 500 42.9 
$3,500 or more 574, 600 861, 900 287, 300 50.0 4,622,100' 7,015,400) 2,393, 300 51.8 


The amount paid to individuals with base-year earnings of less than $300 in 1950-51 was considered to 
offset amounts payable to annuitants completely disqualified under the present provisions; hence, no 
reduction was made. 


Note.— Figures may not idd to totals shown because of rounding, 


Mr. Scuorenr. May I inquire whether on the copies you have a 
correction has been made in the column entitled, ‘‘Amount” in the 
center of the page, the second figure down, $1,092,200? Has that 
been shown as a minus figure? 

The CHAIRMAN. Yes; it is corrected here. 

Mr. Scnoenr. That figure shows the savings in unemployment 
benefits that would have been made in that year through the increase 
of the qualifying minimum of $150 to $300. In other words, that 
amount would not have been paid had the bill now before you been 
in effect, because that was paid to individuals who earned less than 
$300 but more than $150. And as Mr. Harrison pointed out, those 
were individuals who had less than the equivalent of 1 month’s work 
in the railroad industry at the average rate of pay in the base year. 
So that amount is an offset against the increases that would be paid 
in the other brackets. The total increase with that offset is shown 
at the top figure of the column that I have been discussing, as 
$8,452,400, which represents an increase of 35.6 percent. 

On the right-hand half of the page, the same type of information is 
shown with respect to sic kness benefits, but no credit has been taken 
there for the savings of $169,200 that was paid in that year to em- 
ployees with less than $300 of base- year earnings. 

The footnote explains that that was not taken into account because 
it was regarded as being offset by additional payments that might be 
made to annuitants that would not be paid under the present law. 
That may require a word of explanation. 

Under the Railroad Unemployment Insurance Act, an individual 
who is entitled at the same time to an annuity under the Railroad 
Retirement Act cannot get duplicate payments, but if the unemploy- 
ment insurance benefit would exceed the retirement annuity, the 
difference between the two is paid as an unemployment insurance 
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benefit. The thought here was that with the lower scale of benefits 
in the present law, there would be some annuitants whose unemploy- 
ment insurance did not exceed the annuity but whose unemployment 
insurance would exceed the annuity if the higher scale of benefits 
were in effect, and to allow for that those payments were regarded 
as offsetting the savings in sickness benefits that result from increas- 
a the qualifying minimum from $150 to $300. 

Mr. Harrison mentioned in his testimony the serious situation under 
State unemployment insurance laws to which Senator Moody’s bill is 
addressed, and which the President has described as an emergency 
situation requiring attention. Mr. Harrison quoted the President as 
urging strongly that the State laws be modified and liberalized so as 
to provide more adequate benefits, and as pointing out that that is 
the only desirable long-run solution. 

Mr. Harrison also mentioned that the Railroad Unemployment In- 
surance Act seems to be in a somewhat worse position in that respect 
than the State laws. In order to afford some comparison along that 
line, I asked the Retirement Board staff to prepare, and they have 
prepared, a table entitled, “State and Railroad Unemployment Pro- 


grams: Ratio of Benefits to Earnings.” That table I would like to. 


discuss now, and have it copied in the record, and identified as table 
No. 5. 
The CuarrMan. It will be so identified and carried in the record. 
(Table No. 5 is as follows:) 


TaBLE No. 5—State- and railroad-unemployment programs: Ratio of benefits to 











earnings 
Railroad U —_- Insurance| state unemployment compensation laws ! 
Benefit year ending Benefits | Benefits 
June 30 per week | Average | Benefits | Gaiongar| Per week | Average | Benefits 

of total earnings | as percent | ear of total earnings | as percent 

unemploy- | per week ? of earnings | y unemploy- | per week ? | of earnings 

ment | ment 

| | | Ea - 

$8.40 | $36. 79 | 22.8 | 1940 $10. 58 $27. 02 39.1 

11, 00 | 39. 42 | 27.9 1941 11.06 30. 23 36. 6 

12. 90 44. 36 | 29.1 1942 12, 66 34, 91 35.3 

14, 90 | 49. 97 29.8 1943 13. 84 41,25 33.6 

17.10 | 52. 42 | 32.6 1944 15, 90 44, 25 35.9 

17. 00 | 52. 26 | 32.5 1945 18. 77 45.11 41.6 

17. 60 59. 02 29.8 1946 18. 50 46. 69 39, 6 

17.30 61. 88 28.0} 1947 17. 83 51, 59 34.6 

17, 59 69. 11 25.5 | 1948 19, 05 55. 85 34.1 

19. 21 71.33 26.9; 1949 20, 48 56. 95 36,0 

19, 82 72, 36 27.4 1950 20. 76 60, 31 34.4 

17.38 378.45 22.2 1951 De incbckbnbes slodapndboneee 











1 Source: Handbook of Unemployment Insurance Financial Data, Bureau of Employment Security. 

2 Includes earnings not taxable, railroad figure is average for class I line haul railroads for the calendar 
year including the second half of the benefit year and State figure is average for all covered employment. 

3 Based on data for 11 months. 


Mr. Scuoene. Of course, when you compare one unemployment 
insurance system with another, there are a considerable number of 
comparisons that may be made, all of which are relevant to the degree 
of liberality of the system. One can compare minimum qualifying 
requirements, minimum rates of benefits, maximum rates of benefits, 
duration of benefits, and any number of features of an unemployment 


insurance system, and what has generally happened is that one system 


m 


ar 
st 
W 


is 
W 


e! 
S 


RAILROAD UNEMPLOYMENT INSURANCE ACT 27 


may be more liberal in one respect and another system more liberal in 
another respect, and it is virtually impossible to set up any kind of a 
standard of comparison on which you can compare the Railroad Act 
with the sum of all the State acts. 

However, one basis of comparison is available, and I think it is 
quite a significant basis. The basis of comparison used here is the 
average benefit actually paid per week for total unemployment. I 
savy I think that is a significant figure because while such items as 
duration of benefit are extremely significant in determining the 
liberality of a system, still the currently significant thing to the 
individual who is unemployed and is drawing the benefits is how much 
is he getting in a week of unemployment, and to what extent does 
that cover his wage loss. And for purposes of comparison, it is a 
figure that is susceptible to averaging. 

In this table we have shown first the identification of the benefit 
years for the Railroad Unemployment Insurance Act. Then the 
following column shows the average weekly benefits actually paid 
under the act. The third column shows for the same periods the 
average earnings per week in the railroad industry. Then in the 
following column the benefits are shown as a percentage of the average 
earnings per week in the industry. Then beginning with the next 
column, which is headed “Calendar year,”’ corresponding information 
is given for the average of the State unemployment insurance systems. 

T call your attention to the fact that those are on a calendar-year 
basis, whereas the railroad figures are on a benefit-year basis. That 
is simply a result of the fact that the available figures are compiled on 
a different basis, but I do not think that it has any substantial effect 
upon their comparability. It simply means that the period covered 
on the same line with respect to the railroad system is the period 
ending June 30 of that vear, whereas it is the calendar year for the 
State systems. 

You will note from comparing the second column of the table, 
the benefits per week of total unemployment for the railroad system, 
with the sixth column, benefits per week of total unemployment, 
under the State systems, that fairly consistently since the beginning 
of the system, the benefits under the State laws have tended to exceed 
those under the Railroad Act. That is not always true in all years. 
In 1943 and 1944, for example, the benefit paid under the railroad 
law was on the average greater than that paid under the State laws. 
However, for the final year shown here, the average benefit under the 
railroad law is $17.38 compared with $21.08 under the State laws. 
That is only 22 percent of the average weekly earnings in the railroad 
ye y for that year. 

I do not have the percentage figure or the earnings for the average 
of the State laws for the last year. However, for 1950, the railroad 
benefit was only 27.4 percent of the average weekly earnings, whereas 
under the State laws it was 34.4 percent. 

Now, a comparison with the average of the State laws does not 
tell the whole story because it was our objective, when the railroad 
unemployment insurance system was set up to set up a system that 
not merely compared favorably with the average of the State laws, 
but that it would compare favorably with the better of the State 
laws, and it has been our objective throughout the years to maintain 
a system that would compare favorably with the better of the State 
laws. 
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In order to see how the average weekly benefit would compare with 
some of the better of the State laws, I obtained individual figures for 
a few of the industrial States. For the year 1950, the average weekly 
benefit under the railroad unemployment insurance law was $18.19. 
For the same period, the average weekly benefit paid under - 
Michigan State law was $24.21. In Massachusetts, it was $22.7 
In Illinois, it was $21.06. Ohio, $22.83. New York, $22.69. So 
the discrepancy between the railroad average weekly benefit and that 
under the better of the State laws is even more marked than that 
between it and the average of the State laws 

I would like to comment also on the fact that since the average 
increase in the benefit disbursements is 35 percent approximately by 
reason of this bill before you, if we assume from that that the rail- 
road average weekly benefit would be increased by that percentage, 
the application of that percentage to the $18.19 figure for 1950 would 
bring the railroad average just slightly above the payment of $24.21 
that Michigan was making in the 1950 period. Of course, it is the 
situation in Michigan that Senator Moody is primarily concerned 
about in seeking emergency attention by way of Federal supplements. 
Yet, the effect of this bill on the average weekly benefits under the 
Railroad Act would probably not cause that benefit to exceed that 
paid in Michigan in 1950. 

In order to give you some information as to the status of the 
railroad unemployment insurance account, and its relative condition, 
I have also had prepared another table entitled “State and Railroad 
Unemployment Programs, Selected Financial Data.’’ That table | 
would like to have incorporated in the record and identified as table 6. 

The CuHarrMaAn. It will be so identified and carried in the record at 
this point. 

(Table No. 6 is as follows:) 


TaBLeE No. 6 


State and railroad unemployment programs: Selected financial data 


Railroad Unemployment Insurance Act State unemployment 
compensation laws ! 


Benefit year Balance in Balance 

ending Railroad raHroad Ratio of Benefits Balance : Benefits | at end 

June 30— : = unem- faxable |balance| 28 Per: | as per- | ¢ alen- | as per- | of year 

unem ao xa Die alance eee 
ployment | Ployment payroll 2 |to bene-| Ce@ of | cent of Car cent of | as per- 
= surance : : axable | taxable year taxable sent of 
henefits | BSurance fits taxa x year xa € 
account payroll | payroll payroll | taxable 
end of year payroll 
Thousands Thousands, Millions 

Resins $14, 810 $31, 452 $1, 639 a2 0.9 1.9 1940 1.7 6.0 
1941. 17, 699 189, 778 2, 723 10.7 s 8.3 1941 Y 6.5 
1942... &, 890 266, 366 2, 820 30.0 3 9.4 1942 ‘7 6.8 
1943 1, 753 369, 846 3, 422 211.0 5 10.8 1943 La 8.0 
1944 547 198, 365 4,048 911.1 (3) 12.3 1944 1 10.0 
1945 : 728 636, 368 4, 398 874. 1 (3) 14.5 1945 8 11.8 
1946 20, 517 755, 368 4,302 36.8 .5 17.6 1946 1.7 10.8 
1947__. 46, 617 R58, 762 4, 725 18.4 1.0 18. 2 1947 1.1 10.1 
1948. : $2, 426 956, 282 4,838 29. 5 7 19.8 1948 1.0 9.7 
1919___.. 46, 745 899, 116 4,918 19, 2 1.0 18.3 1949 2.3 9.2 
1950_. 113, 769 784, 719 4,527 6.9 2.5 17.3 1950 1,7 8.6 
1951... 24, 780 765, 833 4,849 30.9 * 15.6 | 41951 1.0 8.1 


1 Source: Handbook of Unemployment Insurance Financial Data, Bureau of Employment Security. 
2 Based on unemployment insurance contributions collected, 

3 Less than 0.05 percent. 

‘ Year ended June 30 
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Mr. Scnoensk. This table shows by benefit years, that is fiscal years 
ending June 30, from 1940 to 1951, the amount of railroad unemploy- 
ment. benefits paid. ‘That is shown in the second column from the 
left hand side of the page. That figure of railroad unemployment 
benefits includes only benefits paid for unemployment of the type 
comparable to the benefits paid under State laws, and you will note on 
the right-hand side of the page, we make some comparisons with the 
payments under State laws. Practically all State laws do not pay 
any benefits for unemployment due to sickness. Hence in the interests 
of comparability these figures shown in the second column on the left- 
hand portion of this page do not include the payments for sickness 
benefits under the railroad act. They are simply the figures for 
unemployment due to lack of work. 

I presented his same table to the House committee yesterday, and 
some of the carrier witnesses commented adversely on the omission 
of the information concerning the payment for sickness benefits. I 
can assure you that was not an omission for purposes of deception, 
but the table should perhaps contain an additional column showing 
the total payments including sick benefit payments. I want to supply 
that information to show what it would be. 

There would be a column showing the total payments, including 
sickness, which would, of course, be no different from the second 
column shown on this page down through the year 1947, because no 
sickness payments were made, and the figures here shown are the total 
payments that were made in those years. 

The Cuarrman. If the Congress should enact this legislation, would 
that have any effect on the States? 

Mr. Scuorene. No, it would have no effect. 

The CHarRMAN. I mean, would it influence them to try to improve 
their systems so as to recognize the right of those who are unem- 
ploved as a result of sickness to be taken into the program? 

Mr. ScnHorenr. [I am not sure, Senator. We have had payments for 
unemployment due to sickness since 1947, and it apparently has not 
had any very substantial effect on the States. I think at that time 
there were two States that recognized unemployment due to sickness, 
and [I think the number is now four. I am afraid the situation has 
simply been that the States in the intervening period have been 
rather unattentive to their unemployment benefit provisions. There 
have been some modifications from time to time but no real progress 

Now, if, as a result of the present emergency conditions that have 
already been discussed here, they do give some attention to the 
necessarv liberalization of their unemployment insurance laws, it 
may well be that not only the improved benefits that are here being 
sought will have an influence, but that the provision for sickness 
benefits will also have its influence. 

I was going to give you the figures for total benefit payments. 
That would remain the same as the ut 1employme ‘nt-benefit payments 
through the fiscal year 1947, because the sick-benefit payments began 
July 1, 1947. So it would first be reflected in the total figure for 
1948, which would be $59,030,000. Then for 1949, it would be $76,- 
589,000, for 1950, $143,256,000, and for 1951 $51,783,000. 

Now we also show in the middle of the page a column headed 
“Ratio of balance to benefits.’’ That is simply a expression of what 
the balance in the railroad unemployment insurance account at 


7404-52 
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the end of the fiscal year is in relation to the benefit payments shown 
in the second column of the page. That column also is affected by 
the fact that the benefit payments shown are confined to those paid 
for unemployment due to lack of work. If total benefits were shown, 
again the ratios would remain the same through the year 1947, 
which you will note is 18.4. If the ratio were drawn to the total 
benefit-payments figures, the ratios thereafter would run for 1948, 
16.2; for 1949, 11.7; for 1950, 5.5; and for 1951, 14.6. 

In other words, as of the end of the fiscal year 1951, the reserve 
in the account alone was sufficient to pay the unemployment benefits, 
exclusive of sickness, for over 30 years, and the total benefits including 
sickness, for 14.6 years. 

Now; compared with the similar ratios under the State laws, you 
will note that the corresponding figure for a balance at the end of 
the year for the State system in general was 8.1, as compared with 
14.6. In other words, the ratio of the balance to the benefits paid in 
that year was almost twice as good under the railroad unemployment 
insurance law as under the State laws. 

Mr. Harrison has outlined to you the history of the contribution 
provisions of the Railroad Unemployment Insurance Act and he 
pointed out that the basic rate of contribution established under the 
law is a 3-percent rate of contribution. However, because the reserve 
constantly increased and reached almost a billion dollars in 1948, 
arrangements were made for a sliding scale, the effect of which is to 
make the current rate one-half of 1 percent, although the law still 
provides that whenever the reserve gets below $250,000,000, the 3- 
percent rate would again be operative. So the 3-percent rate is still 
the basic rate. 

Nevertheless, there has been a very substantial saving to the rail- 
roads to have been paying since 1948 on the one-half of 1 percent 
rate, rather than the 3-percent rate that is basically provided for in 
the law. In order to show those savings and also to compare the 
railroad payments with the payments made under State laws, I have 
had another table prepared, entitled, “RUIA Taxable Payroll and 
Contributions, Actual and Estimated Under Various Assumptions, by 
Years.” 

That table I would like to have copied in the record and identified 
as table No. 7. 

The Cuarrman, It will be carried in the record as table No. 7. 

(Table No. 7 is as follows:) 
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TaBLE No. 7 


RUIA taxable payroll and contributions, actual and estimated under various 
assumptions, by year 





Contributions Contributions if covered under State law 
Taxable pay- pr oeennniites ep SE et — 
roll on which Estimated 


contributions) — |At3-percent! taxable pay- 
were collected) Collected | ons roll with 


Year ended June 30 Average State) Estimated 


| contribution | contribu- 


| $3,000 limit | rave! — 

| Millions Thousands | Thousands Millions | Percent | Thousands 

Total é .-| $1, 014, 647 | $1, 402, 767 |_. (ith cdanbkcans ; $906, 498 

1940 FOS? $1, 639. 2 49, 177 | 49, 177 $1, 617.6 3. 00 48, 528 
1941 2, 272.8 68, 183 | 68, 183 2, 241.4 | 2.94 65, 897 
1942. _.. 2, 820. 2 84, 606 | 84, 606 2, 772.5 | 2. 68 74, 303 
1943 . 3, 422.3 | 102, 670 | 102, 670 3, 339. 8 2. 44 81, 491 
1944 4, 048. 1 121, 442 | 121, 442 3,917.8 2. 30 90, 109 
1945 . 4,397.9 131, 936 | 131, 936 4, 230.8 2.12 89, 693 
1946 i 4, 302.0 129, 059 | 129, 059 4,134.7 1, 87 77, 319 
1947 4,725.7 141, 770 141, 770 4, 497.0 1.72 77, 348 
1948 4, 837.5 2145, 124 145, 124 4, 552.1 1. 62 73, 744 
1949 4,918.0 287 147, 500 4, 564.0 1.58 | 72, 111 
1950 4, 527.0 216,181 | 135, 800 4, 188.0 1.70 71, 196 
1951 ig st 4, 849.0 24, 412 145, 500 4, 461.0 1. 90 84, 75 


! Average of rates for the 2 calendar years, for example, the rate for fiscal year 1940 is the average of the 
ealendar year 1939 and 1940 rates; includes 0.3 percent Federal tax 

2 Contributions were collected at the 3 percent rate for the entire fiscal year 1948 and the excess amount 
collected was treated as advance payment of amounts due later. 


Mr. Scoorne. This table first on the left-hand side of the page 
identifies the fiscal years from 1940 through 1951. The second 
column from the left Shows the taxable railroad payroll on which con- 
tributions were collected in those years. The third column shows the 
amounts of contributions that were actually collected year by year, 
and you will note that was an increasing amount as the payroll 
grew larger year by year up through 1948, when it reached the maxi- 
mum of $145,124,000. It was in that year that the sliding scale * 
benefits was put into effect. Actually the new rate of one-half of 
percent became effective as of January 1, 1948, and applied to th 
rate of contribution for half of the fiscal year 1948. However, the 
action of Congress was not taken until June of 1948, when contribu- 
tions had already been made at the higher rate. Consequently, 
instead of refunding those contributions, they were credited against 
subsequent contribution accruals. That is explained in footnote 2, 
which you find opposite the amounts shown for 1948, 1949, and 1950. 
The amount shown in 1948 was collected in the fiscal year 1948, and 
then part of it credited to 1949 and 1950 payments, which accounts 
for the payments in 1949 and 1950, being actually less than would 
have been payable even under the one-half of 1 percent contribution 
rate. 

At the top of that column, the total figure is shown and shows that 
the total amounts that have in fact been collected in the fiscal years 
1940 through 1951 come to $1,014,647,000. In the next column to 
the right we have shown what the contributions would have been if 
the basic 3 percent rate had been collected all through those years. 
Of course, the figures are identical through the year 1948 with those 
shown on the column immediate ly to the left. From there on, how- 
ever, there is a very substantial difference each year, and the total 
shown at the head of the column of $1,402,767 represents the amount 
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that would have been collected through 1951. The difference between 
that figure and the one appearing immediately to its leit is $388,120,000, 
which represents the savings that the sliding scale to date has repre- 
sented for the railroads. ' 

Now, it may be said that a comparison with the three percent rate 
is not entirely fair, although the basic policy was to establish a 3 
percent rate. That was likewise the basic policy under the Federal- 
State unemployment insurance system. Nevertheless, through merit 
rating, the industries covered by the State laws have had an advantage 
comparable to that which the railroads get through the sliding scale, 
and in fact had it as of an earlier date. 

So in order to make some comparison with what the results have 
been under State laws, we have shown on the right hand half of this 
page what the consequences would have been of applying the average 
rate of contribution under State laws to the railroad payroll. In the 
third column from the right we have shown a revised payroll estimate 
which would reflect the $3,000 per year limit that is applicable to 
the State systems. ‘The railroad tax base goes up to $300 per month 
per individual employee, whereas under the State systems they do 
not tax any amount over $3,000 per year per employee. So in this 
third column from the right we have adjusted the payroll to a $3,000 
per year limit. 

The next column, entitled “Average State Contribution Rate,’ 
shows the average rate in effect year by year under the various State 
laws, and you will note it starts out at the basic 3 percent rate in 1940, 
and as merit rating came into effect, it was gradually reduced some- 
what until it got down to the range of 1 to 2 percent. And for 1951, 
the last date shown, it was 1.9 percent, or approximately 2 percent. 

In the extreme right hand column, we have shown what the tax 
would have been or the contribution would have been if this average 
rate were applied to the adjusted payroll shown in the third column 
from the right. It appears from the total at the top of the page that 
the total payments under such an arrangement would have been 
$906,498, 000, 

Now, that, you will note, represents to date some lesser payment 
than the railroads have in fact made of $1,014,647,000. However, 
the fact that the reserve in the railroad unemployment insurance 
account stands at the very high figure at which it is today will con- 
tinue to have its effect on the railroad contribution rate. As Mr. 
Harrison pointed out, it is still over $300,000,000 above the level at 
which the rate would change from one-half percent to 1 percent. In 
the meantime the average State rate continues to be in the range of 
1% to 2 percent. 

If the effect of that continuing difference were projected to 1960, 
even making allowance for the increased benefits that would be paid 
under the bill that you have before vou, the total result from 1939 
through 1960 would be that the railroads would have saved through 
the sliding scale rate of contribution an amount ranging from 
$300,000,000 to $300,000,000 against what they would have paid 
under an adjusted payroll with the average contribution rate pre- 
vailing under State laws. So that even in comparison with the pay- 
ments that the carriers would have made had they been covered by 
State laws, this bill can be enacted and by 1960 they will still be some 
$300,000,000 to $350,000,000 better off than they would have been 
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had they paid on a $3,000 per year limit, and had the benefit of the 
merit rating system prevailing under the State laws. 

That, Mr. Chairman and members of the committee, concludes my 
comments, unless there are questions the members of the committee 
have. 

The CuatrMan. That concludes your testimony? 

Mr. ScHoenr. That is right, Mr. Chairman. 

The CHArRMAN. You have quite a volume of statistics there. It 
will be a job for us to get them in mind and be able to explain them. 

Mr. Scnoene. I do not know whether you will be interested in all 
of them or not, but I wanted to get before you what seemed to me to 
be the basic relevant information, and you can use such of it as appeals 
to you as relevant. 

The CHarrMan. We would like to have some condensed over-all 
statement that would make it simple to explain, if vou could furnish 
us with some general statement of what the effect of this is. 

Mr. ScHoene. | can prepare that. I can extract certain particularly 
pertinent items of information from the tables I have given you, and 
give you what appeals to me as a condensed single page view of it. 

The CuarrmMan. That would be fine. 

Mr. Scuoenr. I would be glad to do that, Mr. Chairman. 

The CuarrMan. Thank you very much. 

Mr. Scnorens. Thank you, sir. 


STATISTICAL SUMMARY—RatLway LAaBpor Executives’ ASSOCIATION 
Effect of changing values on protection against wage loss '—Minimum and average 


rates of pay, full employment in base year 


Weekly un- 
Full-time | employment 
weekly wage | insurance 


Percentage 
of wage loss 
covered 


benefit 
Minimum hourly rate: 
1940, $0.36 $17. 2 $12. 50 72 
Current, $1,395 55. 8C 25. 00 45 
Proposed, $1.395. -. 55. 80 32. 50 58 
Average hourly rate: 
1940, $0.74 i 35. 52 | 20. 00 56 
Current, $1.77 . | 70. 80 = 00 35 
Proposed, $1.77. ..... . wd ot 5 70. 80 50 53 


! From testimony of George M. Harrison. 


Effect of changing values on minimum qualifying employment ! 


Minimum | Full-time employment 





uM . | 
Average hourly rate qualifying | needed for monthly 
earnings qualifying earnings 
- co a , et rs int aaa -| een ed heeheoont 
1940, $0.74... ._.. macidi wr seat SE ee al ae ae $150 | 1 month. 
Current, $1.77. _- ‘ ee iiaicidn iia wiceeh ad ccigly Te 150 | 2 weeks and 5 hours. 


IG Wiiid Lt leidusdeneswi dap acute sbbalebinhendcodudmlie im 300 | 1 month. 


1 From testimony of George M. Harrison. 
ADEQUACY OF PRESENT FINANCING 1 


Basic tax rate under present law, 3 percent; estimated total cost with amend- 
ment, 2 to 2.7 percent. 


Footnote end of table, p. 34. 
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CONCENTRATION OF QUALIFIED EMPLOYEES ELIGIBLE FOR UNDIFFERENTIATED 
MAXIMUM BENEFIT RATE 2 


Percent Percent 
1939—40_____. : 56. 8 | 1946—-47___- Ws j .. § 32.5 
1940-41 __ 355 3 46. 6| 1947—48__ E es os. BS 
1941—42_ en | 1948-—49__. eh ; . £5 
1942—43__ ye 4| 1949-50_. : an 
1943-44. : -. 61.71 1950-51_- : 61.5 
1944-45 __ rus 56. 5| 1951 if proposed amendment in 
1945-—46__...... rid . 87.8]. effect... av 3 20. 4 


1 From testimony of George M. Harrison. 
? From testimony of Lester P, Schoene. 
’ Reduced concentration reflects addition of new higher daily benefit rates. 


Effect proposed amendment would have had on 1950-51 benefit disbursements ! 


Amount | Percert 


Unemployment irsurance increas $8, 452, 400 35.6 
Sickness increase 10, 916, 600 | 41.2 


1 From testimony of Lester P. Schoene, 


State and railroad systems—ratio of benefits to earnings ! 


A velage Average Percent 
benefit pec weekly benefit to 
week earnings earnings 


Railroad Unemployment Insurance Act 
Benefit year 1950 $19. 82 | $72. 36 27.4 
| i 


State unemployment compensation laws 


Calendar year 1950 $20. 00 $60.31 | 34.4 


From testimony of Lester P. Schoene, 


STATUS OF RAILROAD UNEMPLOYMENT INSURANCE ACCOUNT JUNE 30, 1951 


Unemployment insurance benefits paid preceding benefit year- - $24, 780, 000 
Balance in account . 765, 833, 000 
Ratio balance to unemployment insurance benefits ; : 30. 9 
Sick benefits paid preceding benefit year__ - - - 27, 003, 000 
Ratio of balance to total benefits a wits 14.6 


CARRIER SAVINGS UNDER SLIDING SCALE CONTRIBUTION RATE ! 


Contributions paid, 1939-51 e . $1, 014, 647, 000 
Contributions at full 3 percent rate, 1939-51 . 1, 402, 767, 000 
Savings by reason of sliding scale_ Seta ; 388, 120, 000 
Tax on railroad payroll at average State rate, 1939-51 _ _ - a 906, 498, 000 
Excess of contributions to date over average State rates 108, 149, 000 
Estimated savings by 1960 under sliding scale as against average | — oP 000 
State rates g -=-s---] 35 
ane ERS | 350, 000, 000 
1 From testimony of Lester P. Schoene. 


The CuHatRMAN. The next witness on the list is Mr. Clarence B. 
Carter. Is Mr. Carter here? 

Mr. Carter, the time is short. I wish you would just file your 
statement. 
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Mr. Carter. May I just make a brief statement and then file the 
statement? 

The CHArRMAN. You have a prepared statement, have you? 

Mr. Carrer. Yes, but I will just say something briefly and then 
submit the statement for the record. Is that all right? 

The Cuarrman. If you will just take a minute or two, because I 
want to close the hearing at this time, because I have to be on the 
floor at 12 o’clock, and I have a conference over at my office in addition. 


STATEMENT OF CLARENCE B. CARTER, NATIONAL SECRETARY, 
RAILROAD PENSION CONFERENCE 


Mr. Carter. For the record, Mr. Chairman, I just want to say my 
name is Clarence Carter. 

The CHarrMAN. Are you connected with the railroad organizations 
that are seeking to have this bill enacted? 

Mr. Carter. No, I am not. I am connected with the Railroad 
Pension Conference. 

The CuHarrMan. What is that? 

Mr. Carter. We are an organization of railroad workers from all 
crafts on the major railroads. 

The CHarrmMan. How many members are in your organization? 

Mr. Carrer. I would say we have about 5,000. 

The CHAIRMAN. When did you organize this group? 

Mr. Carter. We organized, I think, in November 1945. 

The CuatrmMan. Is your organization recognized as an organiza- 
tion of good standing by the general railroad organizations, the 
brotherhoods, and the other organizations in the railroad industry? 

Mr. Carrer. I would say we are recognized in good standing as 
far as the railroad workers are concerned, Mr. Chairman. 

The Cuarrman. Are you in hostility to the railroad brotherhoods 
and the other organizations that represent the railroad workers? 

Mr. Carrer. No, we have not been in hostility with their various 
proposals. We have supported their legislation. However, I want 
to clarify this. We have of course pointed out at various times the 
need for going a bit further than they have suggested. 

The CHarrMAN. Are you in favor of this proposed legislation that 
they are presenting today? 

Mr. Carrer. We are in favor of the proposals of S. 2639 with a 
slight change. 

The CuarrMan. Then you submit your statement, and it will be 
studied by the committee. 

Mr. Carrer. I just want to make one statement which I wanted 
to include in the testimony that is not included. 

We did ask in reference to the change in the proposals that in ref- 
erence to the increase made in Senate bill 2639 that benefit be made 
payable from the first day of sickness daily for 14 days. Following 
the fourteenth day, the insurance to be paid on the same basis as at 
present. That is in respect to the 4-day waiting period required 
between each 7-day period paid, and of course retaining the increase 
provided in Senate bill 2639. 

Further, we suggest that the present period of 130 days of employ- 
ment in the 189-day period be extended to 197 days to account for 
the first 7 days of sickness pay. 
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The CHarrMAN. Are those proposals incorporated in your state- 
ment? 

Mr. Carter. No; this is the new proposal. 

The CHarrMAN. Just a minute. Answer my question. Are those 
proposals incorporated in the prepared statement you wish to file? 

Mr. Carrer. The proposal I just made is incorporated in the 
testimony. 

The CuarrMan. It is not necessary to repeat it. 

Mr. Carrer. The one that is not incorporated in the—— 

The CuarrMan. Why did you not incorporate the other one in your 
statement? 

Mr. Carrer. I thought perhaps if we made an oral modification it 
might be more acceptable, Mr. Chairman. 

The CHArrMAN. You may submit the statement, and submit the 
proposal that you have. 

Mr. Carrer. If the proposal I have just made is not acceptable, I 
would suggest paying the proposed increase in Senate bill 2639 for the 
first five consecutive days, then have a 2-day waiting period, then 
resume payment for five more days. From there on, pay the insurance 
in accordance with the present law, that 1s, with the 4-day waiting 
period between payments with the increase provided by Senate bill 
2639. This would make only a slight change in the present benefits. 
At present we receive 7 days insurance in the first 14-day period. 
Under this proposal I have just made, we will receive 10 days surance 
in the first 14-day period, instead of 7 days. Surely this is not asking 
too much, considering the high cost of living. Thank you. 

(The statement is as follows:) 


TESTIMONY OF CLARENCE B. Carter, NaTionaL SECRETARY OF THE RAILROAD 
PENSION CONFERENCE 


Mr. Chairman and members of the committee, my name is Clarence B. Carter 
and I am national secretary of the Railroad Pension Conference, an organization 
of railroad workers from all crafts on the major railroads. Our mailing address 
is Post Office Box 798, New Haven, Conn. 

The pension conference urges the House Interstate Commerce Committee and 
the Senate Labor Committee to approve, and send legislation to Congress for 
enactment, that provides for increased railroad unemployment insurance pay- 
able from the first day of sickness. 

We support the increase in railroad unemployment insurance contained in S. 
2639 and we request that said increase be payable from first day of illness. 

At the present time benefits are paid for each day of sickness over 17 in the 
first 14-day registration period in a benefit year with 7 or more days of sickness, 
and for each day of sickness over 4 in any subsequent period in the same year. 

In other words, railroad workers receive no insurance for the first 7 days of 
illness. Benefits are payable after the seventh consecutive day of illness with a 
maximum number of 130 days insurance paid in a 189-day period. 

Many thousands of railroaders are often sick less than 7 consecutive days in a 
period of illness. An individual could be sick several times a year, and each 
time less than 7 consecutive days, still, that person would receive rio unemploy- 
ment insurance despite the time lost and fee for doctors and cost of medicine. 

The penalty imposed on the Nation’s railroad workers, through legislation, 
prohibiting payment of unemployment insurance under 7 days of sickness, causes 
hardships on sick man and his family. It is out of pure economic necessity, 
namely the high cost of living, that we urge the Eighty-second Congress to amend 
our Railroad Unemployment Insurance Act by providing increased benefits 
payable from the first day of sickness. 

Mr. Chairman, most railroad workers, regardless of their years of service, re- 
ceive no pay for time lost through sickness, not even 1 day’s pay. As an ex- 


a a 
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ample, I myself, have been employed by an eastern railroad for the past 26 years, 
yet like most railroaders, I do not get one single day off for sickness with pay. 

Actually, the present law, with its vicious penalty prevents many railroaders 
from taking time off when sick. They simply cannot afford to lose their wages, 
not even for a single day. This constitutes a hazard to railroad property, the 
individual and public. 

Many railroad employees when sick apply their vacation time for sick leave 
in order not to lose the first 7 days pay. Thus, they are robbed of a really true 
vacation. Technically speaking, vacations are supposed to be used for relaxation 
and for times of enjoyment away from the hazards of railroad employment, and 
not to be substituted for wages lost due to illness. 

Further, unemployment insurance is so meager, and comes so late, that it 
becomes necessary to take up collections of money from the friends of the sick 
person so that his family can have funds to live from day to day. At my point 
of work, as one example, collections have been taken for five different trainmen 
within the past 6 weeks. 

Railroad employees have noted with interest the improved sick benefits 
provided postal employees last year by Congress. Likewise, many civil service, 
State, Government, and municipal workers get full pay for time lost due to sick- 
ness, according to their years of service. Further, I believe I am correet when I 
say that Members of Congress continue to receive their salary when away from 
Congress when sick. 

I would like to point out that we are not requesting, at this time, sick benefits 
comparable to those mentioned above. The most we could receive under the 
proposed increase is a maximum of $7.50 per day, providing the yearly salary was 
over $3,500. I myself, would only receive $6.50 per day, or less than one-half of 
my present day’s pay. 

Mr. Chairman, and members of the committee, our proposals for sick benefits 
(unemployment insurance) to be paid from the first day, corresponds with a 
resolution adopted at the Twenty-ninth convention of the Brotherhood of Rail- 
road Trainmen held in Miami, Fla., in October 1950. 

Their resolution stated in part—quote—‘‘That sick benefits be paid from the 
first day until a maximum of one hundred thirty (130) days have been paid dur- 
ing any one benefit year.” 

The Pension Conference, on the basis of this resolution, had such a bill intro- 
duced (S. 2438) in the United States Senate on January 16 of this year by Hon. 
William Langer. 

In our bill, 8. 2438, the maximum amount would be paid for sickness lasting 
only 130 days, while under the present law, as stated above, the maximum paid 
for sickness lasts 189 days, or in other words, for 130 days over a 189-day period. 

Mr. Chairman, since we do not wish to eliminate any advantages we now have, 
that is the 189-day period for unemployment insurance, and since we support the 
increase in the daily rate provided in 8. 2639 and the Crosser bill, H. R. 6525, we 
hereby suggest and urge you to favor the following: 

That a bill be reported out of committee that provides the increase in the daily 
rate provided in H. R. 6525 and 8S. 2639 made payable from the first day of sick- 
ness (unemployment) daily for 14 days. Following the fourteenth day the in- 
surance to be paid on the same basis as present, that is in respect to the 4-day 
waiting period required between each 7-day period paid, and retaining the increase 
provided in H. R. 6525; and 8. 2639. 

Further, we suggest that the present period of 130 days of unemployment 
insurance in a 189-day period be extended to 197 days to account for benefits 
paid for the first 7 days of sickness. 

If this is not acceptable, I suggest paying the proposed increase in S. 2639 for 
the first five consecutive days, have a 2-day waiting period, then resume pay- 
ment for five more days. From there on, pay the insurance in accordance with 
the present law—that is, with the 4-day waiting period between payments with 
the increase provided by 8. 2639. 

This would make only a slight change in present benefits. 

At present we receive 7 days’ insurance in the first 14-day period. Under the 
proposal I have just made we would receive 10 days, insurance in the first 14-day 
period instead of 7 days. Surely this is not asking too much, considering the 
high cost of living. 

Mr. Chairman, railroad workers pay the same price for pork chops, rent, fuel, 
clothing, etc., when sick as when in good health. 
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Only Congress has the power to remove the vicious 7-day waiting period now 
required in the Unemployment Insurance Act. 

We trust you and the committee will recommend its removal, and thereby 
request the Highty-second Congress to act upon it at once. 

Thank you for permitting me to speak before the committee today, © 


The CHairMAN. That concludes the witnesses this morning, and 
the hearing will be continued until tomorrow morning at 10 o’clock. 

(At 11:55 a. m., a recess was taken until Wednesday, March 5, 
1952, at 10 a. m.) 
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WEDNESDAY, MARCH 6, 1952 


Unirep Srates SENATE, 
ComMMI?TTEE ON LABor AND Pusiic WELFARE, 
Washington, mC 

The committee met, pursuant to recess, at 10 a. m., in the old 
Supreme Court room, the Capitol, Hon. James E. Murray, chairman, 
presiding. 

Present: Senators Murray and Lehman. 

Present also: Paul Badger, professional staff; William H. Coburn, 
committee clerk; Ray Rodgers, minority clerk. 

The CuarrMan. The hearing will come to order, please. 

The first witness this morning will be Mr. John H. Miller, Life 
Insurance Association of America, and American Life Insurance 
Conference. 

Good morning, Mr. Miller. Are you prepared to testify? 

Mr. Mixuer. Yes, sir. 

The CHatrMan. You may proceed. Identify yourself first to the 
reporter. 


STATEMENT OF JOHN H. MILLER, VICE PRESIDENT AND ACTUARY, 
MONARCH LIFE INSURANCE CO., SPRINGFIELD, MASS., ON 
BEHALF OF AMERICAN LIFE CONVENTION AND LIFE INSUR- 
ANCE ASSOCIATION OF AMERICA 


Mr. Miuuer. Mr. Chairman and members of the committee, my 
name is John H. Miller, and I am vice president and actuary of the 
Monarch Life Insurance Co. of Springfield, Mass. I am appearing 
on behalf of the American Life Convention and the Life Insurance 
Association of America, together representing 235 life-insurance 
companies. These companies have in force about 97 percent of all 
life insurance in force in the United States with legal reserve companies. 

My statement deals with the legislative proposal—contained in the 
identical bills, H. R. 6525 and S. 2639—for a 50 percent increase in 
the maximum unemployment and sickness benefits of the Railroad 
Unemployment Insurance Act. The comments and recommenda- 
tions offered relate almost exclusively to the sickness benefits, which 
impinge directly upon the voluntary sickness and accident insurance 
business. 

Over two thirds of the voluntary sickness and accident insurance 
issued by all types of insurance companies is furnished by the life- 
insurance companies for which I am testifying. Legislative proposals 
affecting such insurance are consequently of concern to them. 
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The recommendations in my statement may be summarized as 
follows: 

1. The provisions of the Railroad Unemployment Insurance Act 
should be recast to set up two separate programs—one of unemploy- 
ment compensation and the other of sickness and maternity insurance. 
The payroll taxes supporting the present combined system should be 
appropriately divided between the two programs, and the amount 
now to the credit of the railroad-unemployment insurance account 
should likewise be appropriately divided between the two. 

The CuarrMan. You will explain later in your testimony why? 

Mr. Miter. Yes, sir. I will develop these points further. 

The program cf sickness and maternity insurance should utilize 
aie insurance as an instrumentality for providing the compulsory 
benefits. This could be done through incorporation of suitable con- 
tracting-out provisions. The life-insurance business would be glad 
to cooperate with other interested groups in developing such pro- 
visions, they could undoubtedly be perfected during the present 
session of Congress. 

There should be no consideration of the level of the railroad 
sickness benefits until the foregoing recommendations are adopted. 
If they are adopted, and if some increase in the sickness benefits is 
deemed essential, then the liberalized benefits should not break new 
ground by going beyond the general-benefit level of the four existing 
State sickness-insurance systems. Also, employee contributions, at 
least sufficient to finance any benefit increase, ought to be introduced. 

4. Prior to the adoption of the foregoing or any other changes in 
the Railroad Unemployment Insurance Act, a comprehensive study 
of that act would be desirable. One means of providing for such a 
study would be to broaden the study of the Railroad Retirement Act 
projected by Senate Concurrent Resolution 51 to encompass the 
Railroad Unemployment Insurance Act. Such a broadened study 
of the railroad programs should be integrated with a basic study of 
social security generally. 

Let me now outline the thinking on which these recommendations 
are based. 


SPLITTING THE RAILROAD UNEMPLOYMENT INSURANCE ACT INTO ITS 
TWO COMPONENTS 


My first recommendation is that the provisions of the Railroad 
Unemployment Insurance Act should be recast to provide separate 
programs of unemployment compensation and of sickness and ma- 
ternity insurance. Little if anything is to be gained by commingling 
these two unlike programs, as at present, while there is an advantage 
to be had by separating them. 

Specifically, separating the programs would clear the way for em- 
ployers to be permitted to purchase the sickness insurance protection 
required for their employees from voluntary insurance organizations, 
pursuant to my second recommeadation. Provisions to ‘such effect, 
while not applicable to the unemployment compensation program, 
would be to the definite benefit of the carriers and the rail workers if 
incorporated in the sickness insurance program. In a moment I will 
present some of the reasons for this statement. Incidentally, in none 
of the four States having both unemployment compensation and sick- 
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ness insurance programs are the two merged together as in the Rail- 
road Unemployment Insurance Act. 

Recasting the act so as to provide for two separate programs would 
involve some problems, especially in working out an appropriate divi- 
sion of the supporting payroll taxes and of ‘the funds credited to the 
railroad unemployment insurance account. However, these problems 
are not fundamentally difficult, and it is believed they could be readily 
solved. 


UTILIZING THE FACILITIES OF INSURANCE COMPANIES TO PROVIDE THE 
COMPULSORY RAILROAD SICKNESS BENEFITS 


Of the four State sickness laws, only the first enacted—that of 
Rhode Island—creates a State monopoly in the issuance of the com- 
pulsory insurance. And the Rhode Island law has been the least 
satisfactory of the four laws from the standpoint of the covered 
workers—a fact easily supportable by data on record. 

In the other three States, California, New Jersey, and New York, 
the employer is permitted to buy the required insurance from an 
insurance company. The provisions permitting the employer to do 
so are known as contracting-out provisions, although this term may 
not be technically accurate as applied to the New York statute. The 
difference there is that in the other States, the coverage is automati- 
cally effected through a State fund from which the employees contract 
out. In New York the employer, as in workmen’s compensation, is 
merely required to secure the insurance, and he takes affirmative 
action, either going to an insurance company of his choice, or to the 
State fund, which is a competitive State fund in New York. 

In all of the three States having contracting-out provisions, the 
purchased policy must provide benefits at least as favorable as those 
specified in the legislation. 

Under contracting provisions an insurance contract providing bene- 
fits more favorable than are required by the State may of course be 
purchased. Some figures I will present shortly indicate that such 
more favorable contracts would often be purchased in the railroad 
industry. In cases where a more favorable contract is purchased, 
only one set of administrative costs is involved rather than the double 
set of costs that must be met if equal total benefits are provided 
through a combination of voluntary protection and the compulsory 
protection furnished by a monopolistic system. The increased efh- 
ciency is reflected in lowered premium costs. 

Another advantage of contracting-out relates to the fact that it is 
not practical to provide a very small amount of voluntary protection 
in addition to monopolistic benefits, because the administrative costs 
would be too high relative to the value of the voluntary benefits. 
However, under contracting-out provisions, the policy can easily be 
liberalized over the Fegaareene nts of the statute to any de sired extent, 
however slight. So, in cases of this sort, monopolistic legislation 
requires the employees to Legea lesser benefits than they might other- 
wise have. 

In general, above the minimum of the statutory benefits the em- 
ployer and his employees gain wide flexibility under contracting-out 
provisions in the protection they may have. A policy can be pur- 
chased, closely tailored to meet the needs, desires, and premium-paying 
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ability of the employer and his employees, and changes can be made 
readily from time to time, if and as desired. 

Also, a program including not only cash sickness benefits but also 
group-life insurance, hospital-expense insurance, surgical-expense 
insurance, general-medical-expense insurance or any of these may be 
desired. If these various types of insurance protection can all be 
provided in one package, there will be gains in efficiency and satisfac- 
tion as well as further savings in administrative expense. But such 
one-package protection, of course, is not possible under a monopolistic 
sickness-insurance system. 

Still another advantage of contracting-out is that the employer is 
encouraged to take a greater interest in the health of his employees 
than under a monopolistic system. His net premiums will usually 
involve a large element of experience rating, and in consequence it 
will be directly in his financial self-interest to aid his employees in 
avoiding sickness and in encouraging them to take the necessary 
steps for prompt recovery when sickness does strike. 

All in all, while the covered employers and employees can lose 
nothing by having the optional right to purchase the required protec- 
tion from’ a private insurance company, they may in many instances 
find it highly advantageous to do so. Hence, if any amendments to 
the Railroad Unemployment Insurance Act are to receive further 
consideration at the present session of Congress, the adoption of 
contracting-out provisions for the sickness and maternity benefits 
should in our opinion have a top order of priority. 

It should be recognized that there are some rather difficult technical 
problems to be overcome in framing suitable contracting-out 
provisions. However, as mentioned in my summary of recommenda- 
tions, these problems could undoubtedly be worked out satisfactorily 
during the present session of Congress. The life insurance business 
would be glad to cooperate in the task. 

The benefit level for railroad sickness insurance. By a special 
survey we have developed that over 600,000 rail employees now have 
voluntary sickness and accident insurance, with the average benefits 
being in the neighborhood of $20 a week. Thus, nearly half of the rail- 
road labor force has voluntary protection against loss of time caused by 
sickness in addition to the protection provided by the compulsory 
system. This figure, incidentally, does not include a considerable 
number covered through various railroad relief associations. We do 
have some data as of 1945 which indicated that at that time the 
combined coverage through insurance and relief associations was 
approximately a million, but we do not have it up to date on the 
relief associations. 

Moreover, voluntary sickness and accident insurance has in gen- 
eral been expanding at a very rapid rate in recent years—a fact 
suggesting that many additional thousands of rail workers will 
acquire voluntary sic kness insur ance protection in the fairly near future, 
provided there is no increase in the compulsory benefits to preclude 
further coverage growth. 

Actually, of course, an increase in the compulsory benefits—if they 
remain on a monopolistic basis—would not only operate to prevent 
further growth in the number of railroad workers having voluntary 
sickness and accident insurance, but would encroach upon the volun- 
tary protection already in force. And the amount of voluntary 
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protection now existing represents a not insignificant segment of 
free enterprise—the annual premium volume being over $20,000,000. 
The life-insurance companies, which as I mentioned do a large pro- 
portion of the sickness and accident insurance business in the United 
States, naturally do not want to see that business gradually socialized. 

It is consequently our view that—with voluntary sickness and 
accident insurance so widely held and so widely available—there 
should be no increase in the benefits of the compulsory railroad sick- 
ness insurance system so long as that system continues to be monop- 
olistic. However, if the sickness insurance system is separated from 
the unemployment compensation system, and if “contracting out”’ 
provisions are adopted, then private insurance companies would have 
an opportunity to function within the framework of the compulsory 
law, and it would be possible to increase the compulsory sickness 
benefits without a net movement toward socialization. 

If such an increase in the sickness benefits is deemed essential, 
should nontheless be modest. The sickness benefits now provided 
under the Railroad Unemployment Insurance Act have fallen but 
slightly behind those of the four-State systems; and each of the State 
systems is supported in whole or in part by employee contributions, 
while the railroad sickness benefits are of course financed entirely 
from payroll taxes paid by the carriers. 

| might add that in that statement we had in mind the maximum 
benefits payable. Because of the differing eligibility requirements, 
it is difficult if not almost impossible to evaluate the railroad system 
against the State systems. A complete evaluation might not show 
this same type of difference. 

Consequently, if the railroad sickness insurance system is not to 
break new ground and get further out of line with these comparable 
programs, then the most that conceivably ought to be done toward 
increasing the railroad sickness benefits would be: 

(a) A modest benefit increase designed to put the railroad system 
sickness benefits completely on a par with those of the four-State 
systems, but conditioned upon (6) the introduction of employee 
contributions at least sufficient to finance the benefit increase. 

Certainly, to increase the railroad sickness benefits, in the absence 
of emplovee contributions, would put the railroad system further ahead 
of the State systems than it is at present. And even the adoption of 
employee contributions to the extent suggested would leave the rail- 
road system quite a distance ahead in that the railroad workers would 
then be paying only a minor fraction of the cost of the liberalized 
benefits, while workers under the State systems, to receive equal bene- 
fits, would be continuing to pay a much larger fraction of the totai 
costs. 

Let me emphasize that, in general, for the two railroad social-security 
programs to continually break new ground by pushing benefits beyond 
those provided by other comparable programs is a serious matter. 
To begin with, it is contrary to widely held theory for any compulsory 
social-security system to provide more than a minimum layer of basic 
protection. But when the railroad programs go beyond other com- 
parable programs, not only is such theory violated but elements of 
discrimination are involved in that railroad workers thereby enjoy 
unwarranted advantages over employees generally, while the carriers 
as well as the railroad workers are called upon to pay disproportionately 











44 RAILROAD UNEMPLOYMENT INSURANCE ACT 


high payroll taxes. Moreover, and even more serious than the direct 
effects, unduly high railroad benefits encourage the other Federal and 
State social-security programs to seek to close the gap by correspond- 
ingly increasing their payroll taxes and benefits. Thus, the railroad 
programs become a potent engine for general social-security over- 
expansion. : 

What I have said so far may already have suggested some of the 
reasons for my final recommendation—that before the changes I have 
discussed, or any other changes, are made in the Railroad Unemploy- 
ment Insurance Act, a comprehensive study would be desirable. 

Desirably, the Railroad Unemployment Insurance Act should not 
be viewed as a thing apart, to be amended or revised on short notice 
without regard to related programs—on the contrary, it should be 
seen as only one segment of the Nation’s composite social-security 
structure. While this structure includes various separate pieces of 
legislation, at various governmental levels, offering various types of 
benefits, the combined effect should be both consistent with sound 
principles and equitable as among the various payroll-taxpayers and 
the various beneficiary groups. 

Because of the need for adequate consideration of these matters, 
the Railroad Unemployment Insurance Act should not be amended 
in haste. Careful study is necessary. Specifically, the pending 
study of the railroad retirement system, pursuant to Senate Concurrent 
Resolution 51, might desirably be broadened to include a thorough 
study of the Railroad Unemployment Insurance Act and of proposed 
changes in it. If this should not be feasible, however, no doubt a 
separate study of the Unemployment Act could be arranged, to be 
conducted concurrently with the study under Senate Concurrent 
Resolution 51 and in close conjunction with it. 

Let me stress that the study of general social security projected by 
Senate Resolution 300 is the fourth congressional study of the topic 
which has been found necessary since the work of the Committee on 
Economic Security led to the passage of the original Social Security 
Act of 1935. But during this period there has ‘been no comparable 
study rs an impartial group acting under congressional authoriza- 
tion—of the railroad social-security programs. It seems to us about 
time that such a study be made. 

However, as I have indicated, even a study such es just suggested 
would not really go far enough. Not only do the ‘railroad social- 
security programs appear to be somewhat out of step with other 
social-security programs, but the other programs themselves seem 
to go off in various directions, pursuing divergent aims, and all too 
frequently yielding anomalous results. 

What is really needed is a broad, over-all study which would seek 
to determine fundamental social-security principles, and which would 
make recommendations for broad revisions in each of the various 
pieces of Federzl social-security legislation—ineluding the reilroad 
social-security legislation—in order to bring each into line witb 
fundamental principles. If Congress considered it feasible to launch 
such a study at this time, perhaps the details could be worked out by 
integrating the basie social-security study projected by the Senate 
under Senate Resolution 300 with the broadened study under Senate 
Concurrent Resolution 51 envisaged above. 
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In general, it seems inevitable that sooner or later some order 
must be brought out of the growing chaos characterizing the Nation’s 
social-security structure. Basic studies of the problems and issues 
involved are an essential first step toward achieving order. The 
sooner they are launched the less our future difficulties may be. 

In conclusion, it is urged that the committee not approve the pend- 
ing proposal. The extreme increases proposed in the rairoad sickness 
benefits appear contrary to basic social-security principles; they 
would render the railroad sickness-insurance program further out 
of line with other social-security programs; and the increased benefits 
would further encroach on voluntary insurance. On the contrary, 
the committee has a real opportunity to take steps such as I have 
discussed toward harmonizing the railroad program with basic 
social-security principles, with other social-security programs, and 
with voluntary insurance activities. 

Thank you for the opportunity of presenting these views 

The CHarrRMAN. You recognize, I suppose, that the present status 
of unemployment insurance and sickness benefits among the railroad 
workers is totally inadequate, and something should be done to 
improve the situation with reference to railroad workers. Your idea 
is that there should be a further extensive study, and that would mean 
that we would not have any legislation at all at the present time, while 
the workers in the railroad industry would be left in their present 
situation which is somewhat intolerable. Is that not true? 

Mr. Miuier. Conceivably this would result in a delay, but if the 
broad study suggested is desirable, as we feel it is, we would say that 
this is an ideal time to do it, because our employment is at a high level, 
national and personal incomes are at their highest, and the atmosphere 
for judicious study is better than it would be in a later period when 
there might be widespread unemployment. So that while the delay 
might of itself have disadvantages, it does seem to us that 1952 is a 
better year than some possible future year when the national economy 
may not be at such a high level. 

The Cuatrman. | thank you for your statement. I assume that 
your recommendations will have to be given very careful analysis by 
the experts to determine whether or not there is ary justification to 
your recommendations. 

Mr. Miztuier. Thank you very much, Mr. Chairman. 

The CuarrMan. The next witness is Mr. J. Carter Fort, vice presi- 
dent and general counsel of the Association of American Railroads. 

Mr. Fort, will you first identify yourself for the record. 


STATEMENT OF J. CARTER FORT, VICE PRESIDENT AND GENERAL 
COUNSEL, ASSOCIATION OF AMERICAN RAILROADS 


Mr. Fort. Mr. Chairman, my name is Carter Fort. Iam a lawyer 
with offices and residence in Washington, D.C. | appear here for the 
Association of American Railroads, of which I am vice president and 
general counsel. 

I think your committee is familiar with that association and it will 
not be necessary lor me to waste much time in describing it. I can 
say it is a voluntary association of railroads which includes in its 
membership mieoeds operating some 95 percent of the total railroad 
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mileage of the country, and having operating revenues which are ap- 
proximately 95 percent of all the railroad operating revenues in the 
country. 

I shall take only a very few moments of your time. Our principal 
witnesses on this bill will be Mr. James M. Souby, who will follow me, 
and Mr. Julius H. Parmelee, who will follow him. They will under- 
take a rather comprehensive discussion of the bill. 

What I say will merely be in the way of an introductory statement 
of a general nature commenting on certain points that I think it might 
be well for the committee to keep in mind at the time it considers the 
more detailed presentation which will follow. 

We are against the bill which is before you for two major reasons. 
The first reason is that it would establish a railroad unemployment 
insurance system far out of line with the unemployment insurance 
systems applicable to other workers under the State laws. We can 
find no possible justific ation for that discrimination or distinction. 

The second major reason is that the bill would add to the costs of 
the railroad unemployment insurance system a large amount of money, 
in the neighborhood of $30,000,000 a year, and the railroads are in no 
position to absorb such an increase in cost. 

Coming back to the first reason, which involves a comparison be- 
tween the present railroad unemployment system and that applicable 
to other workers, and also a comparison between the system which 
would be set up by the bill before you and the systems in effect as to 
other workers. The fundamental feature which your committee 
should bear in mind at all times is that these other systems, with four 
exceptions, do not consider unemployment by reason of sickness as 
unemployment for which benefits will be paid. 

Under the railroad system, unemployment by reason of sickness is 
unemployment for which benefits are paid just as is unemployment by 
reason of no work being available, with this distinction. In the case 
of sickness, not only are benefits paid, but they are paid on top of the 
other unemployment benefits. In other words, unemployment be- 
cause of sickness and unemployment through lack of work are not 
combined for the purpose of determining the maximum of weeks during 
which benefits will be paid, but each type of unemployment runs 
separately, so that it is possible under the railroad law to obtain the 
payment of benefits during one year—that is, one benefit year—26 
weeks for ordinary une mployment through lack of available work, and 
26 additional weeks by reason of sic kness. 

The total payment for sickness benefits under the Railroad Act 
amount to about two-thirds as much as the total payment for other 
unemployment benefits. When I speak of the other unemployment 
benefits, I mean those paid because of the lack of available work. 
That will indicate to you the great importance of the fact that the 
Railroad Act does include these sickness benefits, which are not 
included by any State systems applicable to other workers, except in 
four States, and in those four States the employers do not pay the 
cost of the sickness benefits. Those costs, as ] understand it, are paid 
by the employees. 

That feature alone is enough to place the generosity or liberality of 
the railroad unemployment system as now in effect to a point con- 
siderably higher than that of any system in effect in any State and 
applicable to other kinds of workers. If for a moment you disregard 
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the sickness insurance benefits—although of course you cannot disre- 
gard them, but for the purposes of comparison, if you do—in an 
attempt to compare the present railroad unemployment insurance 
system with the unemployment system applicable to other workers in 
the States, you have a rather difficult problem, because there are a 
number of factors which enter into the comparison. 

What are the minimum benefits paid per week, what are the maxi- 
mum benefits paid per week, what is the duration of time during which 
benefits will be paid, what are the qualifications for receiving benefits 
in the way of earnings during the base year, or time of employment 
during the base vear? I merely mean to suggest to you that vou must 
keep in mind a combination of a number of factors in order to make 
the comparison between two systems of unemployment. 

Mr. Souby will undertake to compare the railroad unemployment 
insurance system with those in effect with respect to other workers, 
and I think your committee will be able to reach only one conclusion 
in that connection, and that is that the railroad unemployment 
system, even disregarding the sickness benefits, is now as liberal as 
the most liberal of the State laws, and perhaps more liberal than any, 
but certainly right up with the most liberal laws. That is without 
regard to the sickness benefits, and when the sickness benefits are 
taken into account, it is now far more liberal. 

This bill, then, which would increase these benefits from 30 to 60 
percent in the different brackets, and over-all, according to the testi- 
mony here, some 35 percent for ordinary unemployment benefits, 
and some 43 percent for sickness benefits, would put the railroad 
unemployment insurance system just so far ahead in point of liber- 
ality and generosity of any system applicable to any other workers 
that there would simply be no comparison whatever. 

The CHarrMan. Your chief reason for opposing it is on the ground 
that it would put the railroad workers far ahead of ae other systems? 
Mr. Forr. And would cost us some $30,000,000 a year; yes, sir. 

The CrarrmMan. You do not mean to infer that eich an advance 
in the system would be desirable and in fact necessary for the railroad 
workers to have, regardless of the fact that it is an advance. Do you 
not think we should make some advances and start somewhere? 

Mr. Forr. I think as to that, Senator, when you bear in mind that 
you have some 33 million workers under the other system and only a 
million and a half under the railroad system, I cannot see any justifi- 
cation for letting the tail wag the dog. It seems to me that the system 
of the general application to all the workers must necessarily set the 
pace. Unemployment insurance is a social-security measure designed 
to alleviate a hardship. There is no difference whatever between the 
hardship that the railroad man suffers when he is out of employment, 
and the hardship that his next-door neighbor suffers, who is in another 
industry, when he is out of employment. I can see no basis for a 
discrimination in that respect. I have a little more to say about 
that. 

For example, the railroad industry has no money except what it 
gets from freight rates and passenger rates. We have no money 
except what we get from people who are in other industries. We do 
not feel that we would be justified in calling upon our customers to 
pay us rates and fares which would enable us, as to unemployment 
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insurance, to be much more generous and liberal with our employees 
than they are with their own employees. 

Along that same line, I think this is a matter of some consequence. 
I do not see how members of your committee—one coming from one 
State, one coming from another State—I do not see how you can justify 
yourself in setting up for one group of workers a system far out of line 
with what your State has deemed to be the proper system of social 
security for the workers generally in that State. 

In that. same connection—and I want to make myself clear about 
this—there is reference in the testimony of Mr. Harrison, and also in 
the testimony of Mr. Schoene, to the Moody-Dingell bill. That bill, 
as you know, would greatly increase the State benefits under unem- 
ployment insurance. But that perhaps is not the most important 
feature of the bill. It would also change entirely the method of rais- 
ing the money to pay those benefits, and it would provide that the 
United States Government ‘s to furnish the money for paying these 
additional State benefits. In other words, the United States Govern- 
ment would pay, instead of the employer, a large part of the cost of 
the unemployment insurance for workers in other industries than the 
railroad industry. You can see that such a proposal as that, whether 
wise or not—and it is not my purpose to speak of the Moody-Dingell 
bill on that pomt—would bring about basic changes, both as to 
who bears the cost and as to the level of the benefits. That is under 
consideration by Congress now. I believe there is also some other 
bill under consideration by Congress now—the standards bill, or some- 
thing of that kind—which bears on the same subject. 

My point is this: 1 do not believe you would be justified here in 
dealing with a small segment of labor—relatively small; the railroad 
workers—and disregarding entirely the fact that this whole subject 
is under consideration by Congress as to all the other workers of the 
country, and in treating this separate segment of workers as if they 
presented a separate problem, which they do not, in any sense. I 
think that consideration of the bill now before you should await your 
conclusions on the Moody-Dingell bill, and other bills of that char- 
acter. 

I have not heard any reason advanced, and if any reason could be 
advanced, I would like very much to hear it—the witnesses on the 
other side made no attempt to advance any reason—why workers in 
one industry should be selected for preferential treatment in the 
matter of unemployment insurance. If I could be persuaded that 
there was any solid reason for that, it would be a matter of great 
importance in my ebitnde toward this bill. 

You have heard it said that our railroad retirement system is more 
favorable than social security generally, and that is correct. Attempts 
have been made to justify that on historical grounds. They have said 
that in the railroad industry the pension system was established long 
before such systems were established in industry generally, and the 
railroad system had gotten on the basis that justified separate treat- 
ment for railroad employees, as distinguished from all other workers, 
so far as retirement was concerned, And that view, I think it can be 
fairly said—whether sound or not—has been pretty well accepted by 
Congress: that there is that historical basis for the different treat- 
ment as to retirement. 
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But there is no such basis for different treatment between railroad 
workers and other workers so far as unemployment insurance is con- 
cerned. None has been suggested. ‘There is no historical difference 
in that connection or any other difference. So there, I believe, Mr. 
Chairman and Senator Lehman, is where we find our chief problem 
here and where you find your chief problem here. As I say, we can 
find no justification for asking our shippers to pay us rates that will 
enable us to have a more liberal and generous unemployment system 
than they themselves have. It does not seem fair. And I do not see 
how you can establish for this relatively small group of railroad 
workers a far more generous—I am not speaking of niceties and exact 
balances; I am talking about a thing that is entirely out of the class 
of State systems, and that is what this bill would establish—I dv not 
see how you may very well, if I may say so, justify yourself in setting 
up for a small group of workers, a system, completely out of line with 
those that have been established in your own States, which your own 
people in your own States think are just and proper under the present- 
day conditions. 

I do not want to také your time, because as I say the witnesses who 
follow me will treat these matters much more completely and much 
more comprehensively, and I hope much more intelligently. 

Coming then to the second point, as to the cost to the railroad 
industry: There is no question about the additional cost. Both of 
the witnesses for the proponents testified that the benefits would be 
increased 35 percent in the case of the regular unemployment benefits, 
and something over 40 percent in the case of sickness benefits. In 
one of the reports to your committee, either the majority report or 
the dissenting report of the Railroad Retirement Board, it is cal- 
culated, I believe, that the additional cost would be in the neighbor- 
hood of $30 million a year. That cost would not be reflected at once 
in increased taxes to be paid by the railroads, because our taxes are, 
as you know, on the so-called graduated scale basis. W e pay one-half 
of 1 percent while the reserve fund is over $450 million; 1 percent when 
it reaches $450 million, and so on, and 3 percent whet it reaches 
$250 million. So, at once, this increased cost will not increase the tax. 
But it inevitably will, of course, increase the tax. It is a debt, a 
liability that we will be accumulating, that must be paid for in time, 
and must be paid for by the railroads, because the railroads bear the 
full cost of this unemployment insurance system for their employees, 
both as to ordinary unemployment and as to sickness, as I have said 
before—a unique feature not to be found in any of the State laws. 

The railroad earnings during the six postwar years, during a peroid 
of high business activity, heavy volume of railroad traffic, durihg a 
period when we should be able to make money if we are ever going 
to be able to make any money, have averaged about 3% percent return 
on depreciated invested capital. During that same time utilities 
generally have earned somewhere around 6 percent. According to 
the National City Bank figures, industry outside of the utilities has 
earned on net worth in many instances 12 and 16 and 18 percent. 
Our return has been 3% percent. So, certainly, the financial condition 
of the railroads affords no basis for selecting us, as an industry, to 
have a very preferential unemployment insurance system. 

The Cuatrman. Mr. Fort, you recognize the fact, of course, that 
the State systems are usually far behind in the march of progress in 
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social legislation, and it would not be fair to hold back a program that 
is justified merely because it is a little better than what the States 
have. Mr. Harrison, in testifying here yesterday, said that even 
under this bill that we are considering, the increased rate would 
provide only 53-percent coverage of the employees’ wage loss, as 
compared to 56-percent coverage they had in 1940. So it seems to 
me there is no justification in saying that we should not have this 
legislation merely because it is a little better than what they have in 
the States generally. 

Mr. Forr. Senator, I would not say that it would be a little better. 
It would be entirely out of the class of the State systems, 

The Cuarrman. It does not make the worker whole in his income 
because he gets only 53 percent of what he loses as a result of his 
unemploy ment. The railroads, it seems to me, are greatly benefited 
by having a class of workers that are protected in ‘this respect. It 
makes them more efficient, more loyal and cooperative with the rail- 
roads, and it seems to me that the railroads ought to try to aid in 
brining about a system of this kind that will greatly improve the 
situation among their workers. 

Mr. Forr. There is not anyone who has a higher admiration for 
railroad labor than I have. I have dealt with them over the vears. 
I think they are very fine men and their leaders, as a rule, are very 
fine men. Certainly they should have as liberal treatment as in 
fairness they can have. However, when you get to a question of 
social security, there is just so much that is going to be divided around. 
How you can justify giving one man a big chunk, and another man 
a little chunk, I do not understand. When you refer to the State 
systems, { do not know what you mean when you say they are behind. 
Maybe they should be brought up; maybe they should not. These are 
deep questions of social philosophy. Certainly that is the place to 
move, with respect to the great bulk of all employees, and we should 
not have one and a half million employees in the railroad industry 
treated in a way that is not comparable at all with the 35 million in 
other industry. 

The CuHatrRMan. We ought to keep them all poor together. 

Mr. Forr. I would not put it in those words, and I do not believe 
you would either if you were in my position. 

The CuatrMan. Very well. We are certainly glad to have your 
views on this matter, Mr. Fort. You occupy a position which gives 
you the right to criticize this program and your criticisms will be 
carefully studied by the committee. 

Mr. Forr. Senator, there is nothing I would rather do than come in 
here and say to you, ‘‘We like this bill and we go along with it,”’ and 
if my responsibility, and the responsibility of the industry would 
permit that, that is exactly what I would do. You can see that we 
can not do it. 

The CuHarrmMan. There has not been any over-all study of the 
railways systems of the United States to determine their efficiency of 
operation and problems of that kind, has there? 

Mr. Fort. Yes, I would say that is constantly under way. 

The Carman. Under way by the railroads themselves? 

Mr. Forv. By the railroads themselves, and constantly a matter 
of inquiry by the Interstate Commerce Commission in the rate cases. 

The CuHarrMan. The understanding of most people is that the 
railroad systems of the country, when they were first created, were 
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involved in a great deal of fraud and dishonesty in setting up their 
capital structure, and the way in which they operated for many, 
many years. Stories are written about them showing what great 
fraud was perpetrated on the American people during the period of the 
building of these railroad systems, and it seems to me that it may be 
possible that many of them are over-capitalized and are not entitled 
to earn the income that would give them more than the 3 percent that 
you are now receiving on the presént basis of capitalization. 

Mr. Forr. Senator, you open up, as I suppose you recognize, quite 
a large question whic +h would require for adequate presentation on my 
part ‘considerable time. I can only say that it is perfectly clear that 
not only is there no over-capitalization in the railroad industry at. this 
time, but that it is very substantially under-capitalized and there is 
no difference of opinion about that on the part of students of the 
question. 

The CHairMAN. How about the efficiency of its operation? 

Mr. Forr. I would say the efficiency of its operation would compare 
very favorably with the efficiency of the operation of any other indus- 
try in the country, and highly favorable with the efficiency of the 
operation of the Federal Government. 

The Cuarrman. I kind of doubt the efficiency, because I have read 
many articles at different times about the way in which they operate, 
and it has been indicated in these articles that there is a very serious 
inefficiency in their operation. It may be that if that was carefully 
studied, and overcome, that the railroads would make a better earning. 

Mr. Forr. I do not believe there is a more dynamic forward-looking, 
alert and progressive industry in the United States than the railroad 
industry is today. Every index of operating efficiency shows the most 
remarkable improvement. 

The CHAIRMAN. I see. 

Mr. Forr. Yes, sir. 1 hope you have a little time.so we can talk 
this over on a record that is not this record, because I think we are 
getting a little far afield here. 

The CHarrRMANn. Yes. 

Mr. Forr. But I am quite sure I will have no trouble at all in con- 
vincing you on that point because the record is an excellent one, 
Senator, and we are very proud of it. We are very proud of what we 
were able to do with the help of our employees in the last war. You 
speak of what people say; people said we would not be able to meet 
our obligations for necessary war transportation. We met them 100 
percent. No other industry in the United States met its war obliga- 
tions more fully. There was never a gun which could not be made 
and transported because the railroads fell down; neither was there 
any other implement of warfare of any supplies to our troops which 
did not move because of our fault. I think the trouble is that these 
old hobgoblins that started back in the davs of Jay Gould, and are 
just about as out of date now as the prairie schooner, and have no 
meaning, and no significance at this time keep bobbing up. Appar- 
ently you still have some of them in your mind. But I give you my 
word that so far as I know there is no basis for them. 

The CHarrMan. You are right. This is a subject for some further 
consideration at some other time. 

Mr. Forr. Yes, sir. 

Senator Leaman. May I ask you one question? 
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Mr. Fort. Yes, Senator. 

Senator Leuman. You testified that the earnings represented 3 
or 3% percent return. 

Mr. Fort. Yes, sir. 

Senator Leuman. Was it 3 or 3%? 

Mr. Fort. Three and one-half average for the 6 years. 

Senator LeHMan. Yes; is that based on capitalization or is it based 
on depreciated valuation? 

Mr. Forr. That is based on the depreciated book value. You can 
check that, however, against Interstate Commerce Commission 
value for rate-making purposes, which is a little bit lower than the 
book value depreciated. So the 3% percent on the basis of the Com- 
mission’s valuation for rate-making purposes would move up a little 
to 3.8, and when the Commission sets that rate-making value, it 
takes into account not at all the reproduction prices of property, but 
only the original cost. So that the value that they use for that 
purpose would not begin to replace the railroads of the country. 
I doubt whether it would cover more than half the replacement cost 
of the railroads of the country. But even on a valuation of that 
kind, the return would be 3.8 percent. 

It is all very interesting, Senator, and something has got to be done 
about it. We are going to appear before your committee on Inter- 
state and Foreign Commerce very shortly with respect to some bills 
before them, and talk at more length about these same features. 

Mr. Chairman, I just want to say one word and then I am through. 

Mr. George Harrison, while we are talking about rates, was in 
error in one statement which he included in his testimony. "He said 
that in 1947, or effective January 1, 1947, the Interstate Commerce 
Commission fixed a rate level and based it on costs among others 
including unemployment-insurance taxes at 3 percent, although they 
were later put on a graduated basis of one-half percent. The inference 
from his testimony seemed to be that in those estimates of cost on 
which our rate level was based there was a higher tax than the one 
we actually paid. That is not correct. The fact is that we paid the 
3 percent throughout 1947, and as exhibits in this case will show, 
through 1948, although there was an adjustment later ‘as to 1948. 
Our rates were readjusted constantly after that time, and they were 
readjusted on a basis of cost which included the one-half of 1 percent 
tax, rather than the 3 percent tax. So Mr. Harrison was wrong 
about that. 

I do not want to take the time of our witnesses who are better 
advised than I am on this subject, and I appreciate very much your 
courtesy in listening to me. It is always a pleasure to appear before 
your committee. 

The CHarrmMan. Thank you. 

Senator Leaman. May I ask you one more question, Mr. Fort? 

Mr. Fort. Yes, sir. 

Senator Leaman. Has there ever been a study made with regard 
to the incidence of unemployment on the railroads for seasonal or 
any other reasons as compared to the incidence of unemployment in 
other leading industries of the country? 

Mr. Forr. I suppose, Senator, there have been studies. I do not 
know whether there has been a comprehensive study of that kind made. 
There have been studies made in connection with wage cases. The 
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principal difference between railroad unemployment and unemploy- 
ment in other industry, I think, is this: Railroads never close down. 
They run all the time. When you have unemployment in the railroad 
business, it is a matter of a force reduction. When you have unem- 
ployment in other industries, many times it is a matter of a complete 
close-down. On the railroads when you have a reduction in force, it 
takes place in accordance with the seniority system. Those men with 
the least seniority are those who are discharged or laid off. They are 
ordinarily the lower-paid men. Whereas in other industries, they are 
all laid off together, at least many, many times, the high paid and the 
low paid altogether. That makes quite a difference as to many 
aspects of the problem which you have under consideration now, and 
the witnesses who follow me will have occasion to speak of that feature. 
That is the chief thing those studies have shown, I believe, sir. 

The CuarrMan. Thank you, Mr. Fort. 

Mr. Fort. Thank you, sir. 

The CHatrmMan. The next witness will be Mr. James M. Souby, 
general solicitor of the Association of American Railroads. 


STATEMENT OF JAMES M. SOUBY, GENERAL SOLICITOR,ASSOCIA- 
TION OF AMERICAN RAILROADS 


Mr. Sousy. Mr. Chairman and members of the committee, my 
name is James M. Souby. Iam general solicitor of the Association of 
American Railroads, the organization represented by Mr. Fort, who 
immediately preceded me, and I think he has adequately described 
the nature of that association. I am appearing here in behalf of that 
association and its members. 

I take it no one will question the vital interest of the railroads in this 
measure, referring to S. 2639. Admittedly it would increase benefits 
under the railroad unemployment-insurance system to the extent of at 
least $30,000,000 a year. ‘There is no escaping the fact that the cost 
of all benefits under the railroad system would continue to be borne 
solely by the railroads. That is definitely provided by the law. The 
increase which the bill would make in the benefits now payable under 
the system therefore would necessarily mean just that much of an 
added financial burden on the railroads. 

The railroads are not in a position where they can view with indiffer- 
ence any proposal to place a substantial added financial burden on 
them. When they find, as they do here, that the effect, if not indeed 
the very purpose, of the proposal is to provide highly preferential 
benefits to railroad workers as compared with the benefits paid to 
workers covered by the various State systems of unemployment com- 
pensation, the railroads feel that they would be derelict in their duty 
toward their shippers if they did not exert their best efforts to defeat 
the proposal. 


DEVELOPMENT OF THE RAILROAD UNEMPLOYMENT INSURANCE SYSTEM 


An understanding of the effects of S. 2639 will be facilitated by an 
understanding of the development of the Railroad Unemployment 
Insurance Act, which I shall briefly review. 

The old age insurance and unemployment insurance provisions of the 
Social Security Act originally applied to the railroads and railroad 
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emplovees. However, on August 29, 1935, only 15 days after the enact- 
ment of the Social Security Act, Congress enacted the Railroad 
Retirement Act of 1935, establishing a separate retirement system for 
railroad employees, but leaving them covered by the unemployment 
provisions of the Social Security Act. Accordingly, the early State 
unemployment compensation systems covered railroads and railroad 
employees, and for a time the railroads paid the unemployment insur- 
ance taxes imposed by the Social Security Act and the various State 
acts, and railroad employees received unemployment benefits under 
State systems. 

On June 25, 1938, in response to the wishes of some of the railway- 
labor organizations, Congress enacted the Railroad Unemployment 
Insurance Act, establishing a separate system for the railroads and 
railroad workers and removing the railroads and their emplovees from 
the unemployment-tax coverage of the Social Security Act and from 
coverage under State unemployment-compensation systems. 

I think I might digress a moment at that point, Mr. Chairman, to 
answer one charge that you frequently hear made, and that is that 
the railroads uniformly have opposed and do oppose any legislation 
that comes up here before Congress relating to the welfare of their men. 
I wish to comment on the fact that the records of the hearings on the 
bills that resulted in the Social Security Act will show that the rail- 
roads never opposed that measure at all. 

Senator LeHMan (presiding). Which act are you referring to, the 
1935 act or 1938? 

Mr. Sovusy. I am speaking of the Social Security Act of 1935. 
They never opposed the act. They were willing to go along with the 
unemployment-insurance systems that might be provided by the 
various States under the form set up under the Social Security Act. 

When the proposal was before the Congress to take them out 
from under the State systems and the Social Security Act, if you will 
examine the records of the hearings that resulted in that legislation i in 
1938, vou will find that the railroads did not come out and oppose the 
establishment of even a separate system of unemployment insurance 
for the railroad employees. They did oppose that bill. The position 
they took was this, that the whole matter was in a formative state. 
They had had negotiations with their men, looking toward possible 
agreement on some satisfactory separate arrangement of that sort for 
the railroad employees, but they had been unable to reach an agree- 
ment mainly because neither side had enough information, we thought 
on which to base any sound conclusion. The only position we took 
at the time of that legislation was that it was untimely, that the 
matter should be studied somewhat longer before there was any 
definite attempt to set up a separate system of that sort. 

I mention that merely in passing, because our record on this unem- 
ployment insurance is not such some would have you believe it to be. 


Original benefit provisions 

Originally, the Railroad Unemployment Insurance Act provided 
for benefits ranging from $1.75 to $3 per day, for a maximum of 80 
days, in any one benefit year. The daily amount depended upon the 
earnings of the employee involved in his-so-called base rae The 
maximum total amount payable in a benefit year was $240. The 
benefits were payable for each day of unemployment in ae of 7 
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during any 15-day period. This resulted in slightly less than four 
benefit days per week. Accordingly, the minimum weekly benefit 
was slightly less than $7, and the maximum slightly less than $12. 

I have set out in exhibit 1 of the set of exhibits that I filed here 
along with my prepared statement the various benefit schedules his- 
torically, and I would like to have the one that was originally pre- 
scribed copied into the record at this point. 

The following benefit schedule was prescribed: 

Daily bene- 


Base year earnings: fit rate 
$150 to $199.99 $1. 75 
$200 to $474.99 _ 2.00 
$475 to $749.99 : ; si 
$750 to $1,024.99 $6 ' NE es SS) ee 
$1,025 to $1,299.99 : ; ix 3 2 75 


$1,300 and over lk 9" OO 


Latimer summary of the original aet 

Mr. Murray W. Latimer, the then Chairman of the Railroad Retire- 
ment Board, is generally regarded as largely, if not entirely, respon- 
sible for this schedule. He later testified as follows, and thus is 
testimony he presented in 1940 in connection with amendments to 
which I shall refer in a moment. He said: 

When the Railroad Unemployment Insurance Act was passed, it compared, on 
the whole, rather favorably with the benefits provided under State laws. It was 
definitely superior to the benefits under most State laws, for persons whose base 
year wages were low and, so far as the benefit rate was concerned, inferior to the 
laws of most States for persons receiving from $1,000 to $1,200 or more in the 
base year. This latter deficiency, however, was thought to be offset by the fact 
that the duration of benefits specified under the act was longer than those provided 
by any State, with possibly one or two exceptions. 


That is from hearings before the House Committee on Interstate 
and Foreign Commerce, Seventy-sixth Congress, third session, on 
H. R. 9706 and related bills, at page 55. 

1939 amendments 

In June 1939, before the law became operative, it was extensively 
amended, bearing out what we said in our opposition to the original 
bill, that it was simply a premature attempt in setting up a sc hedule 
of that sort. While these amendments dealt principally with defini- 
oe and procedures, they resulted in some liberalization of benefits 
by eliminating all differentiation between the benefits of employees 
who worked on a full-time basis during their base year and those who 
were emploved on part-time basis. 


1940 amendments : 


The benefit schedule was greatly liberalized on October 10, 1940, 
after it had been in operation only a little more than 1 year. The 
last three brackets of the schedule were modified by changing the 
range of earnings covered by each and by raising the $2.75 dailv rate 
to $3 and the $3 rate to $3.50. A new bracket carrying a $4 rate was 
added. The maximum number of benefit days in a given benefit 
year was increased from 80 to 100. By a series of technical changes, 
benefits became payable for each day of unemployment in excess of 
7 for the first 14-day period, anid 3 in excess of 4 for subsequent periods. 
This change had the effect of providing for payment of benefits for 2 
days in the first week of unemployment, and payment thereafter for 
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5 days per week instead of a little less than 4. This increased all 
weekly benefit rates after the first week. With the new maximum 
daily rate at $4, it increased the maximum weekly benefit from slightly 
less than $12 to $20—an increase of 66% percent. The maximum total 
benefits payable in a benefit year was increased from $240 to $400, 
also ap increase of 66% percent. 

The new schedule of benefits was as follows: 


Daily benefit 
Base year earnings: rate 

$150 to $199.99 eet ee ee SE | 
$200 to $474.99. .._...... hs ke Peewee Sey 
$475 to $749.99_____ ak Seletw eee BS 
$750 to $999 . ute oh SE 2. 50 
I ee eh eke ae 3. 00 
$1,300 to $1,599.99 ee Po eae 3. 50 
ee NI NN ha ete ks pean Pee 4. 00 


The 1940 amendment made no change in the daily benefit rates for 
base-year earnings below $1,000. As evidenced by the quotation from 
Mr. Latimer’s testimony, the rates for base-year earnings below $1,000 
were already quite liberal as compared with those payable under the 
State systems. However, the weekly benefits for such earnings were 
increased over 25 percent in each case by making each benefit payable 
for 5 days a week instead of a little less than 4 days. Thus the mini- 
mum weekly rate of under $7 per week became $8.75 per week, the 
next rate of under $8 per week became $10, et cetera. In addition, 
the maximum number of daily benefits payable in a benefit year was 
raised from 80 to 100, an increase of 25 percent in all maximum total 
benefits at al! levels. 

Cost of 1940 amendments 

At the time the 1940 amendments were under consideration, the 
Railroad Retirement Board estimated that they would result in an 
increase of about 72 percent in the over-all cost of benefits. Later, 
based upon actual experience, the Board’s estimate was 60 percent, 
as seen at page 69 of the Board’s Annual Report for 1940. 


1946 amendments 


On July 31, 1946, by what is commonly referred to as the Crosser 
Act, the $4 rate was made applicable for base-year earnings of $1,600 
to $1,999.99 and two new rates, one of $4.50 and the other of $5 were 
added. The maximum number of days for which benefits were pay- 
able in the benefit year was increased from 100 to 130—from 20 weeks 
to 26 weeks of benefits. The maximum total amount payable in a 
benefit year thus was increased from $400 to $650, an increase of 
625 percent. 

Furthermore, the increased benefits were made payable not only 
for unemployment, but applied also for new hazards covered in 1946— 
inability to work because of disability due to injury from whatever 
cause or sickness of any description, including what the act refers to 
as maternity sickness. 

I shall comment a little later on the situation resulting from that 
addition of benefits for sickness to the unemployment benefit system. 
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1946 and present benefit schedule 
The 1946 Crosser Act schedule of benefits, which is still in effect, 


is as follows: 
Daily ben- 


Base year earnings: efil rate 
$150 to $199.99 $1. 75 
$200 to $474.99 2 00 
$475 to $749.99 2. 25 
$750 to $999.99 2 50 
$1,000 to $1,299_ f 3.00 
$1,300 to $1,599.99 : 3. 50 
$1,600 to $1,999.99 1 00 
$2,000 to $2,499.99 150 
$2,500 and over 5. 00 


For convenience | show all three benefit schedules together with the 
new schedule proposed in S. 2639, in my exhibit 1. 

Why lower brackets were not changed 

The Crosser Act made no change in the daily benefit rates for base 
vear earnings below $2,000, but merely added the $4.50 and $5 bene- 
fits. This was in recognition of the fact that the existing scale was so 
constructed that, up to the highest bracket, wage increases would 
automatically result in higher benefits. ‘This was pointed out by Mr. 
Latimer in his testimony in support of the Crosser Act schedule. 
He said: 

An increase in earnings below the maximum schedule, to some extent, is reflected 
in an automatic adjustment in benefits. If, for example, earnings in the base year 
increase by 25 percent from $800 to $1,000, there will be an increase of 20 percent 
in the benefits; or if the base year wage is increased from $1,300 to $1,600, there is 
one-sixth increase in benefits; or if there is an increase of similar proportion in 
wages in the base year from $1,400 or $1,500, there is an increase of one-seventh in 
benefits. At almost any place in the scale, the increase in the base wages will 
produce less than an equal proportionate rise in benefits; but above $1,600 there 
is no increase in benefits at all; that is, an increase of $1,600 base wage to $2,000 
or even $3,000 produces no increase in benefits. 

There ought, of course, to be some maximum. The $4 rate was a reasonable 
one in 1940, provided adequate benefits, and at the time seemed is be a reasonable 
maximum; but it does not seem altogether reasonable now, * * * 

Of course, in the case of the railroad unemployment insurance seale it is not 
intended that the high wage werker draw as large a proportion of his wave as the 
low-wage werker; * * * (hearings before the House Committee on Inter- 
state and Foreign Commerce, 79th Cong., Ist sess., on H. R. 1362, p. 201 
Costs attributable to 1946 amendments 

The Railroad Retirement Board’s 1947 annual report states that 
unemployment benefits for the fiscal vear ended June 30, 1947 
aggregated $46,617,000 and that about $7,841,900 of this resulted 
from the higher benefit rates and longer duration under the 1946 
amendments. These figures indicate an increase of some 20 percent 
resulting from the 1946 amendments. However, as the increased 
benefits were in effect for only 11 months of that vear, the actual 
increase, based on that year, somewhat exceeded 20 percent. The 
1946 amendments providing sickness and maternity benefits did not 
become effective until July 1, 1947, so none were paid in the fiscal 
vear ending on June 30, of that year. Uuring the succeeding fiscal 
vear, they amounted to $26,600,000, all creditable to the 1946 Crosser 
amendments. They were equal to more than three-fourths of the 
$32,400,000 in unemployment benefits paid in the same fiscal vear. 
The be ‘nefits paid for unemployment and sickness for each vear since 
the Crosser Act amendments are shown in my exhibit iT. 
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To complete the legislative history of the act, mention should be 
made of amendments enacted in 1948 and 1951. 

Senator Leaman. Will you just explain those figures which are 
not clear to me? On page 6, during the succeeding fiscal year, they 
amounted to $26,600,000, all creditable to the 1946 Crosser amend- 
ments. They were equal to more than three-fourths of the $32,400,000 
in unemployment benefits paid in the same fiscal year. 

I do not understand that figure of $32,400,000. 

Mr. Sousy. I just stated for the fiscal year ended June 30, 1947, 
the total benefits for unemployment were $46,617,000, but for the 
succeeding fiscal year ending June 30, 1948. the unemployment bene- 
fits had dropped to $32,400,000. 

Senator LEHMAN. Including the sickness benefits? 

Mr. Sousy. No, that is the unemployment alone. But the sickness 
benefits were on top of that, of $26,600,000, and I just comment that 
they were equal to more than three-fourths of the amount of the 
unemployment benefits. 

Senator Leaman. That was not clear to me.’ 

Mr. Sousy. It was probably poorly stated. If you look at my 
second exhibit in that list of charts, that shows for each year the 
amount paid for unemployment alone and then the amount paid for 
sickness. 

Senator Leaman. As I read this, it indicated they were included 
in the total payments. hat is not so. In other words, that year 
the unemployment benefits were $32,426,000, and the sickness bene- 
fits $26,000,000. 

Mr. Sousy. Yes. 

Senator Leuman. A total of $59,000,000. 

Mr. Sousy. Yes, sir. For those 4 years, the average combined 
unemployment and sickness benefits was quite a bit over $80,000,000. 
I think it was about $83,000,000 something like that. 

In stating that this would result in an increase of at least $30,000,000 
a year in the cost of the system, I was assuming that the average 
increase in costs resulting from this act is about 40 percent, and the 
average payments over the years for both unemployment and sick- 
ness could fairly be taken as about $75,000,000. I call attention in 
that connection to the fact for the 4 years shown on my Exhibit IT the 
unemployment and sickness benefits combined averaged well over 
$80,000,000 a vear. That is due mainly to that one big year that is 
shown there for for the unemployment benefits, the year ending June 
30,1950. That was an exceptionally heavy vear. 

[ was going to say, to complete the legislative history of the act, 
mention should be made of the amendments enacted in 1948 and 1951. 
The 1948 amendment did not affect the benefits. It was confined to 
the substitution of a graduated scale of taxes on employers for the 
support of the system in lieu of the flat 3-percent payroll tax which 
the railroads had paid since July 1, 1939. The graduated scale ranged 
from one-half of 1 percent to 3 percent, the rate for any given calendar 
year depending upon the balance in the unemployment insurance 
account at the close of business on September 30 of the preceding year. 
The railroads had paid the 3-percent tax for 8% vears and the balance 
in the account at that time was almost $1 billion’ As the result of the 
change the tax has been at the rate of one-half of 1 percent since 
January 1, 1948, and will continue at that rate until the balance in the 
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account drops below $450,000,000, when it will go up to 1 percent. It 
will not go back to 3 percent unless and until the balance drops below 
$250,000,000. It is about $750,000,000 at the present time. 

The 1951 amendment was a minor one, resulting in a possible 
liberalization of benefits for certain classes of employees, but not of 
sufficient importance to call for separate consideration here. 

Present benefits compared unth original benefits 

The increase of over 20 percent in unemployment benefits which 
resulted from the 1946 amendments was on top of the increase from 
the 1940 amendments, which as I have shown, the Board determined 
to have been at least 60 percent. Thus, since 1938 the unemployment 
benefits have been liberalized at least 92 percent, the 20 percent on 
top of the 60 percent. The maximum weekly rate for unemployment 
has been increased from slighti less than $12 to $25, 108 percent, 
and the maximum number of days for which benefits are payable in a 
benefit year has been increased from 80 to 130, 62% percent. The 
maximum total amount of benefits payable to one individual for un- 
employment during a benefit year has been increased from $250 to 
$650, over 170 percent. In addition to the striking increase in unem- 
ployment benefits, the statute now provides for cash sickness and 
maternity benefits at the same rate and total amounts as the 
unemployment benefits. 

The average increase of at least 92 percent in unemployment benefits 
resulting from the amendments of 1940 and 1946 takes no account 
whatever of the large increases in benefits which automatically have 
resulted from the increase in railroad wage levels since 1938. 

As I have already pointed out, and as Mr. Latimer pointed out in 
the testimony from which I quoted, the daily benefit schedule is so 
constructed that any substantial increase in wage levels automaticalls 
increases unemployment benefit levels. Of course, due to the way in 
which the benefit schedule is graded, the automatic increase in benefits 
rarely will be in direct proportion to the increase in wages. Sometimes 
it will be considerably more and sometimes it will be considerably less. 
On the average it will probably be somewhat less. For example, the 
daily benefit rate of $3 payable for base year earnings of from $1,000 
to $1,299.99 represents an increase of 20 percent over the rate of 
$2.50 for base-year earnings of from $750 to $999.99. For a man with 
base-year earnings anyw here ne tween $995 and $1,000 an increase in 
wages of bet a fraction of 1 percent would have been sufficient to 
entitle him to the 20-pe sea higher benefit. As a matter of fact, 
under the peculiar schedule, it takes an increase in earnings of only 
| cent in some cases to entitle a man to the next higher benefit. If 
he gets just 1 cent more, he moves into the next higher bracket. For 
a man with base-year earnings of $875, or midway of the $2.50 benefit 
bracket, it would have required an increase of about 15 percent in 
wages to entitle him to the increase of 20 percent in benefits. If his 
base year’s earnings were only $750, however, he would need an in- 
crease of 33/4 percent in wages to put him in the next bracket. 

Senator Leuman. Of course, I am not familiar with the history of 
this legislation prior to that appearing within the last few years, but 
as I understand it, from 1939 to 1948, the railroads paid a flat 3-percent 
pavroll tax. 

Mr. Sousy. That is so. 
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Senator Leuman. That was changed then by an amendment to 
one-half of 1 percent on the graduated scale. 

Mr. Sousy. That is right. 

Senator LenMan. In that period about a billion dollars had. been 
collected in excess of payments to the men. 

Mr. Sousy. That is right. 

Senator LeHmMan. Have you any record of the amount that the 
railroads paid into the fund during the years from 1939 to 1948? I 
am not asking now for the figures with regard to the amounts paid out, 
but I would like to know whether there is anything in the record 
to show the amounts paid by the railroads during that period under 
the 3 percent tax. 

Mr. Sousy. We did not prepare that ourselves, but an exhibit 
has been presented here by Mr. Schoene, I believe, that gives the 
substance of that, if I can identify the one. 

Can you tell me what sheet contained those figures, Mr. Schoene? 

Mr. Scuoene. No. 7, I think, Mr. Souby. 

Senator LeHMan. It obviously must have been very much in excess 
of the amount paid to the men, else it would not have been possible 
to accumulate a fund of a billion dollars. 

Mr. Souny. This sheet 7 gives some figures. I am not sure of the 
basis on which they have been prepared, but I think it is the third 
column there that shows an aggregate total, however, of only a billion 
dollars paid in. Yet at the time of 1946 amendment became effective, 
and the rate was reduced to one-half of 1 percent, the fund stood at 
almost precisely $1 billion, as I recall. 

Mr. Scnoenr. There were some payments, you remember, that 
were collected from the State funds, and there were also interest 
payments. 

Mr. Sousy. That is correct. I overlooked that, Senator Lehman. 
When they set up the separate Railroad Unemployment Insurance 
Act, and took it from under the States, they provided for transfer 
from all the States for any funds they had collected from the railroads 
over and above that they had paid out in benefits, and those transfers 
to the railroad unemployment insurance account helped build up 
that balance to $1 billion. But that represented taxes in every 
instance at a 3 percent rate, I think. 

Senator Lenman. I understand that fully. 

Mr. Sousy. This shows what the railroads have actually paid in 
directly to the fund, but does not include the amounts that were 
transferred from the States, which amounted to some hundred million 
dollars, as I recall. 

Senator LEHMAN. Have you got that? 

Mr. Sousy. I do not have the figures for that. 

Senator Leaman. On that table which I have before me—I am 
not able to identify it—but it comes from the Office of the Director of 
Research, February 25, 1952, and shows that at the rate of 3 percent, 
the contributions of the railroad companies were very large between 
the period 1942 to 1948, when the act was amended. They ran 
$102,000,000, $121,000,000, $131,000,000, $141,000,000, $145,000,000. 
In other words, the amount paid under the 3-percent rate, which was 
in force up to 1948, was very much in excess of the amount that has 
been actually paid or is now proposed to be paid? 

Mr. Sousy. That is correct. 
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Senator LenMan. I was wondering whether we could have some 
authoritative figures. I think it would be very interesting. 

Mr. Sousy. We have them available. I will be glad to undertake 
to provide them. 

During the first 5 or 6 or 7 years of the operation of the act, the 
benefits were very low, and that 3-percent tax accumulated the money 
very rapidly. It is all railroad money. When they talk about the 
railroads having gotten a windfall out of the 1948 amendment, it is 
amusing, because the money was paid in advance by the railroads. 
Now they are merely living off the fat that they had accumulated 
during those 3 years. 

Senator LeHMAN. I would like to have that placed in the record. 

Mr. Sousy. Yes, I will undertake to get that, Senator. 

(The information was furnished at the conclusion of the testimony 
and appears there.) 

How individual protection has improved 

Mr. Sousy. How benefits under the original act have been in- 
creased as the result of the combination of rising wages and liberaliza- 
tion of the benefit formula can be illustrated by particular classes of 
railroad employees. I give some illustrations of that sort in my 
exhibit 3. Take, for example, the case of the average section hand, or 
track laborer. As shown on page 1 of that exhibit, in 1939, the 
average weekly straight time pay for a section man was $19.44 for a 
48-hour week. Working full time he could then earn close to $1,000 a 

vear. 

At the end of 1951 the average weekly pay had increased to 
$58.40 for a 40-hour week. For the same number of weeks in which a 
section man earned $850 in 1939 he would today earn over $2,500, 
working 5 days a week as compared to the 6 davs a week on which the 
first figure was calculated. For base-year earnings of $850 he would 
have been entitled under the original act to an unemployment bene- 
fit of $2.50 per day and slightly under $10 per week, and to a maximum 
total of 80 daily benefits, or $200. For base-year earnings of $2,500 
he would be entitled under the present act to an unemployment 
benefit of $5 per day and $25 per week, and to a maximum total of 
130 daily benefits, or $650. In addition, he would be entitled to sick- 
ness benefits at the same rate and in the same total amount. Con- 
sidering his unemployment benefits alone, the increase in his weekly 
rate would be 150 percent, and the increase in his maximum total 
benefits would be 225 percent. 

As another practical illustration, take the situation with respect to 
machinists, shown on sheet 3 of my exhibit No. 3. In 1939, the aver- 
age straight time weekly earnings of a machinist was $41.95 for a 
48-hour week. By the end of 1951 the average was $79.36 for a 40- 
hour week, an increase of 89 percent in the weekly wage. Thus, for 
the same number of weeks in which a machinist earned $1,600 in 1939 
he would today earn over $3,000. For base year earnings of $1,600 
he would have been entitled under the original act to an unemploy- 
ment benefit of a little under $12 per week, and to a maximum of $240 
in benefits. For base year earnings of $3,000, he would be entitled 
under the present act to a weekly benefit of $25, and to total benefits 
for unemployment alone of $650. In addition, he would be entitled 
to sickness benefits at the same rate and in the same total amount. 
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Considering the unemployment benefits alone, the increase in the 
weekly rate would be 108 percent and the increase in the total amount 
payable would be 170.8 percent. Thus his benefit increase has greatly 
exceeded his increase in rate of pay of 89 percent, which is about the 
same as the increase since 1938 in the cost of living. 

I might say there, Senator, that for some unexplainable reason to 
me, the increase in cost of living now shown over 1938 is only 89 per- 
cent, but for 1939, it is somewhat higher, it is about 91.2, I think that 
is the figure. But 1938 is when the act was adopted, and for some 
reason the cost of living was a little higher then than it was in 1939, 
so the index shows a higher figure for 1939 than for 1938. 


Conclusions from act’s history 

The history of the railroad unemployment insurance system estab- 
lishes beyond controversy that the system was originally established 
on the basis recommended as fair and reasonable by railroad employ- 
ees; that the changes made in 1940 and 1946 were those recommended 
by the employees as fair and reasonable, and that the increases in 
benefits have more than kept pace with the increases in railroad wages 
and in living costs since the system was established. 


OVER-ALL COSTS OF 8. 2639 


None can say with certainty just what over-all increase in benefits 
would result from the new schedule proposed in 8. 2639. I think it 
quite conservative, however, to say that it would range somewhere 
between 40 and 45 percent. As shown in my exhibit 1, the lowest. 
increase proposed in any present daily rate is 30 perc ent, while the 
highest is 60 percent. Moreover, the higher increases apply to the 
earnings brackets in which the gre ater number of beneficiaries usually 
fall. ‘The elimination of benefits for base year earnings below $300 
would result in some savings, but would not greatly affect the over-all 
increase in benefits. 

Since that last statement was written, testimony has been introduced 
showing on one of the exhibits that actually the raising of the mini- 
mum. qualifying amount from $150 to $300 would not result in any 
net reduction in cost, but would be offset by added costs that would 
result from a provision of the act which requires that where a man is 
already drawing retirement benefits, he is entitled to sickness benefits 
only to the extent that they may exceed the amount that he has as 
retirement benefits. Of course, the sickness benefits predominate 
among the older men and a relatively large number of retired em- 
ployees come up for sickness benefits. The minute you raise the 
sickness benefits, as this bill proposes to do, you automatically increase 
the difference betwe en a man’s retirement benefit and sickness benefit, 
and they say that would about offset any savings resulting from raising 
the minimum qualifying amount. 

An average increase as low as 40 percent on top of the 92 percent 
increase resulting from the 1940 and 1946 amendments, would mean 
a 169 percent liberalization of the benefit formula. Such a liberaliza- 
tion of the formula would result in actual increases in benefits far, 
far greater than 169 percent over those provided in the original act. 
For example, take the illustration which I gave of a section man 
earning $850 in 1939, and who for the same number of weeks of 
employment (and shorter weeks at that) would earn today $2,550. 
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For earnings of the latter amount he would be entitled under the 
schedule proposed in the bill to a weekly benefit of $32.50 and maxi- 
mum total benefits of $845, contrasted with the weekly benefit of 
$10 and maximum total benefits of $200 to which he would have been 
entitled under the original act for the same number of weeks, but 
20 percent longer weeks, of work. The increase in the weekly benefit 
would be 225 percent, and the increase in total benefits would be 
322 percent. His total potential benefits are presently a larger per- 
centage of base pay than they were in 1938, and the proposed amend- 
ment would greatly increase this percentage. 

Senator Leaman. Mr. Souby, may I ask you this question: There 
is no doubt, of course, that the benefits would be greater. They are 
greater under the operation of the unemployment insurance acts in 
the various States. Take in New York, for instance, where I think 
in 1935. and 1936 benefits were paid for 13 weeks, and now they are 
26 weeks. 

Mr. Sousy. Thatisright. 

Senator Lenman. So that the increase in benefits of course is 
Nation-wide in virtually every industry. What I want to ask you is 
this, however. Even giving effect to all of these increase benefits 
that have been provided by various amendments, and by various 
changes, it would appear to me that after giving effect. to those in- 
creased benefits, after giving effect, as a matter of fact, to the benefits 
which are proposed in this “bill, the amount contributed by the rail- 
roads to the fund would be no greater than they were in 1943, 1944, 
1945, or 1946, when the railroads paid 3 percent. 

Mr. Sousy. That is absolutely true. 

Senator LeHMan. Is that a fact? 

Mr. Sovusy. There is no question about that. We do not claim— 
I do not think anyone claims that the ultimate cost of the system, with 
these added benefits that are proposed here in the bill, would prob- 
ably ever require a higher tax rate than the original 3 percent that 
we paid over those 8 years. But there is another angle of that. 
I will refer to it more or lessasI go along. That is the relative situa- 
tion. I think Mr. Fort mentioned it. At least at the present time, 
the railroads are less able to pay money for benefits or for any other 
purpose than industry in general. There is not any question about 
that. That is, our financial condition compared with the financial 
condition of industry in general is very pitiful. We argue we should 
not be required—we know no logical reason why we should be re- 
quired—to pay more for any particular type of social security benefit 
than the employers in other industry are required to pay. We know 
that on the average we have paid for years more than the industries 
in other States have paid and, whenever the fat that we are now living 
off from the past accumulations gradually is absorbed, we will be 
back paying more on the average than the industries in the States 
are paying. 

Senator Leaman. The reason for my question was to establish 
whether or not this additional charge would place a burden on the 
railroads greater or as great as the burden which they did assume, 
and which they met—— 

Mr. Sousy. We did not voluntarily assume it. 

Senator Leman. In the years between 1939 and 1948, 
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Mr. Sousy. We did not voluntarily assume that burden, Senator. 
It was imposed on us, but we managed to struggle along under it, 
until we finally got this relief in 1948. As I said, | do not think any- 
body can estimate accurately what the average annual cost of the 
system would be under these proposed modifications; there are too 
many uncertanities there. But with all reasonable approximation, 
I do not believe it would raise the cost where we would ever be re- 
quired to pay a higher than 3-percent tax rate to support it. 

To show you how uncertain it is, I do not think anyone ever thought 
that the fiscal year ending June 30, 1950, was a particularly strong 
depression year, yet if you look at my exhibit 2 there, you will see we 
paid out in unemployment benefits alone about $112,000,000 for that 
year, and with the sickness added ot it, it amounted to more than 3 
percent of the taxable payroll. That was an isolated year. If we 
hit some real depression later on, I do not know how high these.benefits 
will run in the way of percentage of payroll and I do not think anyone 
else knows, whether he is an actuary or anybody else. 


FAIRNESS OF PRESENT LAW 


The liberalization of the 92 percent which has been made in the 
benefit formula since 1938 is in itself greater than the increase of about 
89 percent which has taken place since that date in the cost of living. 
This liberalization of the formula, combined with the automatic 
increase in benefits produced by wage increases, independently of such 
liberalization of the formula, has resulted in an increase in benefits 
which not only has far outstripped the increase in the cost of living, 
but which comes but little, if any, short of equaling the average 
increase of about 144 percent in railroad wages since 1938. It far 
more than equals the increase in wages of the higher rated employees. 

I might say there that it is my understanding that the 89-percent 
increase in wi ages for machinists 1s about the same as the increase for 
a great many of the different classes of the higher rated railroad 
employees. This 144-percent average is as high as it is because of 
exceptionally large increases that have been made principally in the 
wages of the lower rated employees. 

In addition, the act now provides for sickness benefits, at the sole 
cost of the employers, on the same basis as unemployment benefits 
and in total amount averaging about two-thirds the total payments for 
unemployment, a form of benefit which was unknown at the time the 
system was established, that is, in this country at least, and which is 
still not provided under any other unemployment-insurance system 
at the expense of the employers. 

I want to ntention there briefly some of the characteristics of four 
systems in the States that have certain forms of sickness benefits. 
The only States that have them are Rhode Island, California, New 
Jersey, and New York. It originated in Rhode Island so far as the 
States are concerned. 

In Rhode Island and California they are financed entirely at the 
cost of the employees. The industry pays nothing for them. They 
assess the employees 1 percent of wages, up to $: 300 a vear. 

In New Jersey, the employees are “assessed a tax of % of 1 perce ent 
on wages up to $3,000 a year, and the employers are assessed \ of 
1 percent. 
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In New York, the employees pay \% of 1 percent of all wages up to 
$60 per week. The employers are required to pay the balance of 
the cost, if any. 

Under our system—and I think it is unquestionably more liberal 
than the New York system—the average cost is about 0.6 of 1 percent, 
I think, of the payroll, so that the employee being required to pay 
¥% of 1 percent in New York probably means that the employers 
pay nothing. 

I might state that one of the things to which I shall refer a little 
later, a rather unusual sort of benefit, is the so-called maternity bene- 
fits that are payable under the railroad system. They are dealt 
with separately from ordinary sickness. They are benefits for what 
is called maternity sickness. 

Rhode Island is the only one of the States that has any such pay- 
ment. The benefits are in much smaller amounts than under the 
railroad system, and they are limited to a good deal shorter time. 
Under the railroad system, the maternity benefits are placed on a 
special schedule that I may explain later, and at the present time 
run from $35 to $52.50 per week. That is maximum under the 
$5 rate. The $52.50 a week is payable for 4 weeks of the so-called 
maternity period, and the $35 is payable for the remaining 12) 
weeks. Under the Rhode Island system, which is the only one that 
recognizes maternity benefits, they are limited to 12 consecutive weeks, 
~_ range from $10 to $25. The minimum for us is $1.75 a day for 

7 days, or $12.25. Our maximum, as I say, ranges from $35 to 
$52.50 against a maximum in Rhode Island of $25. 

The other three States, New Jersey, New York, and California. 
specifically exclude maternity sickness from any benefits at all. 


LIBERALIZATION OF BENEFITS WOULD REQUIRE OTHER AMENDMENTS 


I have been talking a good deal about the previous benefits, whether 
they are fair and reasonable from the standpoint of the employees. 
In addition to that question, there is presented the question whether 
our system is fair and reasonable from the standpoint of the em- 
ployers, and of even greater importance, whether it is one which is 
in all respects wise from the standpoint of sound public policy. While 
we are not urging any changes in the act at this time, there are cer- 
tain changes which we feel are imperative if there is to be any further 
liberalization of benefits. 

Senator Leaman. I am sorry to interrupt you, but that is the bell, 
and I have to go to the floor. The chairman has asked me to recess 
until 2 o’clock. 

Mr. Sousy. Mr. Chairman, it puts me in a very embarrassing 
position. I started my testimony over on the House side Monday 
and was told to be back there yesterday at 2, and I was, but they 
adjourned the hearing and set it for 2 this afternoon, and I do not 
know where that puts me. I have gotten just as far over there as 
I have gotten here in my presentation. 

Senator Leama”. I wish I could continue it, but I have these duties. 

Mr. Sousy. I think I will have to arrange for someone to break in 


‘here this afternoon while I am testifying over there. 


Senator Lenman. I think that will be entirely satisfactory. I hate 
to put you to any inconvenience, Mr. Souby, and I fully appreciate 
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your decision, but I think if somiebedy else can go on this afternoon 
at the start, and then you continue your testimony at a more con- 
venient time—— 

Mr. Sousy. I would like to go ahead and finish it, but it puts me 
in that peculiar position, 

Senator Lenman. I do not think you would be able to finish that 
anyhow this morning, but I have to go. 

Mr. Fort. Senator, | do not know what otlrer witnesses you have, 
but we have one other witness, and he also has to appear on the 
House side. 

Senator Leaman. It has been suggested that we recess until to- 
morrow morning, if that would be more convenient for you gentlemen. 

Mr. Forr. I think that would be better. 

Senator LenmMan. Would it be more convenient to recess until 
10 o’clock tomorrow morning? 

Mr. Sousy. Yes, sir. 

Senator LenmMan. Then we will recess until 10 o’clock tomorrow 
morning. 

(At 12 o’clock noon, a recess was taken until Thursday, March 6, 
1952, at 10 a. m.) 
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THURSDAY, MARCH 6, 1952 


Unirep Srates SENATE, 
CoMMITTEE ON LABOR AND PuBLic WELFARE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in the old 
Supreme Court room, the Capitol, Hon. James E. Murray, chairman, 
presiding. 

Present: Senator Murray. 

Present also: Paul Badger, professional staff member; William H. 
Coburn, committee clerk. 

The Cuarrman. The hearing will come to order. Mr. Souby will 
continue his testimony this morning. 


STATEMENT OF JAMES M. SOUBY, GENERAL SOLICITOR, ASSO- 
CIATION OF AMERICAN RAILROADS—Resumed 


Mr. Sousy. Mr. Chairman, when we closed yesterday, I had 
reached the end of page 11 of the prepared statement that I sub- 
mitted. I will start beginning on page 12. 


HOW THE RAILROAD SYSTEM COMPARES WITH THE VARIOUS STATE 
SYSTEMS OF UNEMPLOYMENT COMPENSATION 


The proponents of S. 2639 urge as a reason for further liberaliza- 
tion of benefits for both unemployment and sickness under the Rail- 
road Act the rather general liberalization recently made in unemploy- 
ment benefits under the various State systems. They would have 
you believe that, as a result of these changes, the railroad system now 
lags far behind many, if not most, of the State systems in the liber- 
ality of benefits. It will be my endeavor to establish that such a con- 
clusion is wholly unwarranted. As a matter of fact, I hope to show 
the railroad system is still far ahead of the State systems in liberality. 

As in the case of any other type of insurance, an unemployment- 
insurance system must of necessity contain certain fundamental fea- 
tures. It must define the persons to whom and the conditions under 
which the benefits are to be payable, and it must prescribe, or pro- 
vide methods for determining, the amount and for what length of 
time the benefits are to be payable. These fundamental features are 
so interrelated and interdependent that no single one of them or any 
combination of them short of the whole can be taken as measuring 
the over-all liberality of the system. Nevertheless, it is possible, by 
making comparisons of such systems feature by feature, to reach a 
reasonably sound conclusion as to whether one is more liberal than 
the other. When such a detailed comparison is made of the railroad 
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system with each of the State systems, it will be quite clear, I think, 
that the railroad system is far ahead of any of the State systems in 
over-all liberality. 

Incompleteness of S. 2639 

Before entering upon such detailed comparisons, I desire to make a 
comment on the bill here under consideration in the light of what 
I have said as to the interrelationship and interdependence of the 
various fundamental features of an unemployment-insurance system. 
S. 2639 deals with only one of those features of the railroad system, 
and its proponents urge this simplicity of the measure as one of its 
chief virtues. We, on the other hand, regard as one of its vices. 
Because of the essential interrelationship and interdependence of the 
various features of the existing system, no such radical change as is 
here proposed can be made in one of them without calling for appro- 
priate changes in others, if the system is not to be completely dis- 
torted. This will be made more clear, I think, as I proceed with 
the comparisons of the principal features of the railroad system with 
the corresponding features of the State systems. 

It is clear, I think, on the very face of the bill that those who 
drafted it could have given no serious consideration to the need for 
appropriate changes in other features of the act. They proceeded 
with an eye so single to the one matter of liberalizing the benefit 
scale contained in section 2 of the act that they even overlooked the 
necessity for an appropriate change in the qualifying condition of 
section 3 
Relationship between minimum qualification for benefits and minimum 

be nefits 

The matter of the qualifications necessary to entitle anyone to 
benefits under any unemployment-insurance system is so closely 
related to the matter of the minimum benefits to be provided that 
both must be considered together in any comparison between one 
system and another for the purpose of gaging their relative liberality. 
Taken together, they represent one of the most important features 
of any such system, since they largely determine whether it is to be 
in fact an unemployment-insurance system or some sort of a dole 
system. 

Under all the unemployment-insurance systems a man’s qualifica- 
tion for benefits at any given time is made to depend upon some one 
or more features of his record of employment during some specified 
period in the past. This period, whether defined as a calendar year, 
12 calendar months, 4 calendar quarters or 52 weeks, is commonly 
referred to as his base year. 

Base year and benefit year 

Under the railroad system, the base year is in all cases a calendar 
year, and the period during which benefits are payable with respect 
to employ ment in any base year is the 12-month period beginning 
July 1 of the following ye This is known as the benefit year. Only 
10 of the State systems follow this plan of fixed base and benefit periods. 
The plans followed in the balance of the States vary considerably in 
detail but are quite similar in principle to that of the system in effect 
in the District of Columbia. Under that system, the benefit year for 
any beneficiary is the 52 consecutive weeks beginning with the week 
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in which he first files a valid claim for benefits. A new benefit year 
will start with the first valid claim he files after the close of a previous 
benefit year. The base year with respect to any benefit year consists 
of the first four of the last five calendar quarters immediately preced- 
ing the beginning of the benefit year. Thus, under the great majority 
of the State systems the base year and the benefit year are more closely 
related in point of time than they are under the railroad system. 


“Social” approach and “insurance’’ approach. 

There have been two principal approaches to the interrelated mat- 
ters of minimum qualifications for benefits and minimum benefits for 
unemployment. One is sometimes referred to as the ‘insurance’’ 
approach and the other as the “‘social’’ approach. The ‘‘insurance’”’ 
approach may mean easy eligibility for benefits but correspondingly 
small minimum benefits. The ‘social’? approach strives for substan- 
tial minimum benefits and thus should mean substantial minimum 
earnings requirements unless the benefits are to partake of the nature 
of public aid at the expense of only a fraction of the public. In fact, 
the actual provisions of most of the unemployment insurance systems 
with respect to minimum qualifications and minimum benefits repre- 
sent a compromise between these two approaches. 

It is clear that the “social” approach predominated in the fixing of 
the minimum qualifying earnings, the minimum benefit and the maxi- 
mum duration of benefits under the railroad system. This is made 
clear in the testimony presented by Mr. Latimer, then Chairman of 
the Railroad Retirement Board, by Judge Charles M. Hay, counsel 
for the Railway Labor Executives Association, and Mr. Horace A. 
Bacus, representing the same association, when they appeared at hear- 
ings in 1938 on the bill H. R. 10127 of the Seventy-fifth Congress, 
third session, later enacted as the Railroad Unemployment Insurance 
Act, and supported the plan embodied therein. 

I quote the following from the testimony of Mr. Latimer on that 
occasion: 

Mr. Martin. Assuming that the plan set up in this bill is simpler and easier 
of administration than the State plans or formulas, is this plan a fair and equitable 
plan as compared with the State plans? 

Mr. Latimer. I should prefer to put it this way. 

Mr. Martin. It might be simple but still not be fair and equitable. 

Mr. Latimer. There may be a great deal of disagreement as to what you 
mean by fairness and equity, but in my judgment the purpose of social insurance 
is to aid those who, as a group, need compensation most. 

Those persons are undoubtedly those whose incomes are low. 

Mr. Martin. Some people say this is just a relief plan instead of an unem- 
ployment insurance plan. 

Mr. Latimer. I do not know what they mean by relief. In any event, this 
bill compensaties those whose annual earnings are lower to a greater extent than 
those whose annual compensation is higher. That seems to me to be socially 
desirable and socially sound, and if that is what you mean by fairness and equity, 
I should say that is fair and equitable. (hearings before a subcommittee of the 
House Committee on Interstate and Foreign Commerce, on H. R. 10127, 75th 
Cong., 3d sess., p. 250). 

Judge Hays said of the plan embodied in the original act: 


As to the amount of benefits-—The amount of benefits proposed under the bill 
vary somewhat from the amounts provided in the State acts. The maximum 
for higher paid workers is the same as that in 36 of the States. The amount 
allowed for workers in the average pay class is substantially the same, and the 
amount fixed for lower paid workers and for those earning a minimum amount 
in the base year is higher. This corrects what all students of social insurance 
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agree to be a grievous fault in the State systems (hearings before a subcommittee 
of the House Committee on Interstate and Foreign Commerce, on H. R. 10127, 
75th Cong., 3d sess., p. 36.) 


Mr. Bacus said of the plan adopted in 1938: 


The lower paid railroad workers would be somewhat better aff with respect to 
weekly benefits for total unemployment under this bill than they would be under 
most State laws, while the highest paid workers would probably in final analysis 
receive about the same weekly amount which they would receive under most 
existing laws. 

Minimum weekly benefit for total unemployment.—Although the laws usually 
provide that the minimum shall equal $5 or three-fourths of the full-time weekly 
wages, whichever is the lesser, the actual application of this provision produees 
no minumum benefit. Only seven State laws and one Territorial law provide 
a minimum (Kentucky, $3; Delaware, $5; Hawaii, $5; Indiana, $5, at the dis- 
cretion of the State agency; Massachusetts, $5; New York, $7; California, $7; 
Pennsylvania, $7.50). The minimum weekly benefit rate under the proposed 
bill is about $7. 

The principle of a minimum benefit is desirable because workers with low 
annual earnings are protected against privation when they become unemployed. 
The workers in the railroad industry who receive low annual earnings are those 
who undergo unemployment from year to year so that low yearly wages are only 
a reflection of unemployment and not a reflection of low rates of pay. 

As a general rule the average amount of benefit and the duration of benefit 
payable under the bill to eligible unemployed workers are greater than the respec- 
tive benefits under existing State statutes. The benefits under present State 
laws will be so small and for such short periods for a large number of railroad 
workers that they might as well not receive any benefit. Under this bill every 
eligible employee will get at least an amount which is sufficient to keep him out 
of dire straits for a period at least long enough to give him a reasonable chance 
for reemployment (hearings before a subcommittee of the House Committee on 
Interstate and Foreign Commere, on H. R. 10127, 75th Cong., 3d sess., pp. 74, 
75, and 99). 


LOW QUALIFICATIONS INCONSISTENT WITH LARGE TOTAL BENEFITS 


As in the case of most of the State systems, qualifying under the 
railroad system is made easy; but contrary to the vast majority of 
the State systems, everyone who can qualify under the railroad sys- 
tem is entitled to receive benefits for the same maximum period, 
regardless of the length of employment in the base year. Under the 
great majority of the State systems total benefits are limited to a 
percentage or fraction of the base-year earnings, subject to a specified 
maximum period of duration. This results in relatively short periods 
of duration for the minimum benefits. Thus, in contrast with the 
situation under most of the State systems limiting total benefits to 
some fraction of base-year earnings, individuals who barely qualify 
with $150 base-year earnings are entitled under the railroad system 
to receive total benefits of $227.50, over 150 percent of their quali- 
fying amount. 

The provisions of the railroad system and all the State systems 
with respect to this matter of qualification for benefits are summarized 
on my exhibit IV, which also shows the minimum weekly benefit 
under each system and the maximum total benefits payable in a 
benefit vear to persons who can meet only the minimum qualification. 
The showing made on that exhibit indicates the extreme length to 
which the ‘social’ approach has been carried in the plan of the 
railroad system. 

Under the railroad system anyone who has earned as much as $150 
in railroad employment in any calendar year, without regard to the 
length of such employment, is qualified for benefits for either unem- 
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ployment or sickness which occurs at any time during the 12 months 
beginning on July 1 of the following year. That is the sole affirmative 
qualification required. All the State systems except that in Missouri 
also require certain minimum earnings in the base period in order to 
qualify for benefits, but many of them impose as an additional require- 
ment that the claimant must have had earnings in a specified number 
of weeks or quarters in his base period. Missouri merely requires 
that the claimant must have received wages in at least two quarters 
of his base period, with no specification as to the amount. However, 
in Missouri the minimum weekly benefit is only 50 cents, and is not 
payable unless and until it accumulates to $5. 


STATE MINIMUM QUALIFICATIONS AND BENEFITS 


Of the 50 State systems, that is all the systems excluding Missouri— 
I think | should have said at the beginning that what we refer to as 
the State systems include those in the District of Columbia, Alaska, 
and Hawaii. That is where we get the 51. Of the 50 State systems 
which have minimum base-period earnings requirements as a condition 
of eligibility for benefits, very few pay 26 weeks’ benefits to those 
barely qualifying. Nevertheless, 36 provide for minimum earnings 
higher than the $150 prescribed under the railroad system. In only 
seven of them is the minimum less than under the railroad system 
and in the remaining seven it is the same. In 31 States it is $200 or 
more. In 16 it is $300 or more. The highest figure prescribed 1 
any of the systems is the State of Washington, where the minimum 
is $600. In Massachusetts it is $500. In Lllinois and Oregon it is 
$400; and in Utah, it is $368. In 11 of the States, it is $300. 

In all the seven States in which the minimum is $150, or the same 
as under the railroad system, the minimum weekly benefit is lower 
than the $8.75 provided under the railroad system. Under five of 
them (Arizona, Florida, Hawaii, Louisiana, and South Carolina) the 
minimum weekly allowance is only $5, under one (District of Colum- 
bia) it is $6, and under one (Alaska), it is $8. In the latter case, 
however, the benefit is payable for a maximum of only 8 weeks, 
whereas under the railroad system the minimum benefit of $8.75 per 
week is payable for 26 weeks. Under the seven systems with a 
minimum earnings requirement of $150, the maximum total benefits 
payable on account of such earnings range from $38 in Florida, to 
$100 in Hawaii, compared with the maximum total of $227.50 payable 
under the railroad system. 

Of the seven States which prescribe minimum earnings less than 
the $150 fixed under the railroad system (Iowa, Kansas, Michigan, 
Mississippi, Oklahoma, Tennessee, and Virginia), all provide for 
minimum weekly benefits far below the minimum of $8.75 provided 
under the railroad system and have much shorter maximum duration 
periods than the 26 weeks provided for under the railroad system. 
In Mississippi, where the minimum earnings requirement is only $90, 
the minimum weekly benefit is only $3, payable for maximum of 16 
weeks. In lowa, Kansas, and Virginia, where the minimum earnings 
requirement is only $100, the weekly benefit payable on account of 
such minimum earnings is only $5 and is payable for maximum periods 
of 6%, 6%, and 6 weeks, respectively, as compared with the 26 weeks 
during which a man may draw the minimum $8.75 weekly benefit 
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under the railroad system. Also, two of these States impose additional 
qualifications. In Michigan, for instance, a man must have had 14 
weeks of employment in his base period and earned $8.01 or more in 
each week. Also in Michigan the minimum weekly benefit of $6 is 
payable for a maximum period of only 9 weeks. 

It will be noted from my exhibit IV that in only 14 of the State 
systems is the minimum weekly benefit higher than the $8.75 payable 
under the railroad system. In 12 of those States the minimum is $10, 
in one (W isconsin ) it is $9, and in one (Oregon) it is $15. In Oregon, 
however, it requires base- year earnings of $400 to qualify for the 
minimum benefit of $15, and the maximum total benefits payable to 
anyone with earnings of that amount is only $133, as compared with 
the maximum of $227.50 payable under the railroad system to a per- 
son with base-year earnings of only $150. For base-year earnings of 
$400, the benefit under the Railroad Act is $10 per week and is payable 
for a total of 26 weeks, or in a maximum total amount of $260, almost 
twice the maximum payable under the Oregon system. 

In Wisconsin, in order to qualify for the minimum weekly benefit 
of $9, the claimant must have had at least 14 weeks of employment 
in his base year at $12 or more per week. While this requires base- 
year earnings of only $168 in order to qualify for benefits, the maxi- 
mum amount payable in benefits to one with base-year earnings of 
that amount is only $90, compared with the total of $227.50 payable 
under the railroad system to one with base-year earnings of only $150. 

Of the 12 State systems having a minimum weekly benefit of $10, all 
have much higher base-year earnings requirements than does ‘the 
railroad system, and several of them impose additional requirements. 
In Washington, for example, it requires base-year earnings of $600 to 
qualify for the minimum benefit of $10. The weekly benefit under 
the railroad system for base-year earnings of that amount is $11.25. 
Also, in Washington a man with base-year earnings of $600 can draw 
the $10 benefit for a maximum of only 15 weeks, or in a maximum 
total of $150, compared with the maximum total of $227.50, which a 
man can draw for base-year earnings of only $150, and the maximum 
total of $292.50 which he can draw for _ year earnings of $600. 

In Illinois, a man must have base-year earnings of $400 to obtain 
the minimum weekly benefit of $10, id the maximum period for 
which he can draw it is 18% weeks. For equivalent base-year earnings 
the benefit under the Railroad Act is also $10 per week, but is payable 
for a maximum period of 26 weeks. 

Under the remaining 10 State systems having a minimum weekly 
benefit of $10 the minimum base-year earnings requirements range 
from $240 in Ohio to $368 in Utah. — In six of these States the minimum 
is $300. In Ohio, in addition to the minimum-earnings requirement, 
there is the further requirement that in order to qualify for any 
benefits at all the claimant must have had at least 20 weeks of em- 
ployment in his base year. In Utah the requirement is that in order 
to be eligible a claimant must have had at least 19 weeks of employ- 
ment in his base year of at least 16 hours each and total earnings 
ejual to at least 16 percent of the average State wage for such period 
of employment. The $368 shown on my exhibit as the minimum 


base-year earnings requirement in Utah is the figure recently reported 


by the Department of Labor as the amount necessary to meet the 
latter feature of this requirement. In Idaho, in addition to the 
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requirement of base-year earnings of at least $250, there is a further 
requirement of employment in at least two quarters of the base year, 
with earnings of at least $150 in one quarter. In New York, for which 
my exhibit shows a minimum base-year earnings requirement of $300, 
the actual requirement is that, in order to be qualified for benefits, the 
claimant must have been employed in at least 20 weeks of his base 
year, with earnings averaging at least $15 per week, 


NEW YORK QUALIFICATIONS AND BENEFITS 


An examination of my exhibit IV will disclose that the New York 
system is the only one under which total benefits payable to anyone 
meeting the minimum requirement for qualification exceed the $227.50 
payable under such conditions under the railroad system. The min- 
imum benefit of $10 under the New York system is payable for a 
maximum of 26 weeks. However, in addition to the fact that in 
order to qualify for that benefit under the New York system a man 
must have been employed in at least 20 weeks of his base year, there 
is the fact that under the railroad act the weekly benefit for a person 
with base-year earnings of $300 is also $10 and is also payable for 
26 weeks. 

Only eight of the State systems follow the plan of the railroad 
system of making the benefit rate depend on total base-year earnings. 
The only use made of total base-year earnings in any of the other 
systems is to determine the maximum duration of benefits. In 3 of 
the remaining 43 States (Michigan, New York, and Wisconsin) the 
benefit rate is determined by taking a specified percentage of the 
average weekly wage in the base year. In the other 40 States it is 
determined by taking a specified fraction of the highest earnings in 
any quarter of the base year. Originally the fraction commonly ‘used 
was one-twenty-sixth, since there are 13 weeks in a quarter and it 
was the purpose to provide a weekly benefit equal to one-half of the 
beneficiary’s normal earnings when fully employed. A few of the 
States still retain this fraction, but most of them have raised it, the 
one in most common use now being one-twentieth. 


“ANNUAL WAGE” STATES 


Of the eight State systems which follow the plan of the railroad 
system of using total base-year earnings for the purpose of determining 
the benefit rates, five also follow the plan of the railroad system of 
making all benefits payable for the same maximum duration. All but 
one of these five systems require minimum base-year earnings of $300 
to qualify for be nefits, the exception being North Carolina, where the 
minimum is $250. In three of these five States (Maine, New Hamp- 
shire, and North Carolina) the minimum weekly benefit is $7, while 
in the other two (Kentucky and West Virginia) it is $8. In one 
(Maine) the maximum duration of benefits is 20 weeks, in one (West 
Virginia) it is 23 weeks, in one (Kentucky) it is 24 weeks, and in the 
other two (New Hampshire and North Carolina) it is 26 weeks. 

Under the railroad system, base year earnings of $200 will qualify 
anyone for a weekly benefit of $10. In Kentucky, it takes base-year 
earnings of twice that much, or $400, to qualify for the $10 benefit. 
In Maine it takes $600, in New Hampshire and West Virginia it takes 
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$500 and in North Carolina $490.. On the other hand, it requires 
base-year earnings of $1,000 to qualify for a $15 weekly benefit under 
the railroad system, as compared with $1,000 under the Maine, New 
Hampshire, and West. Virginia systems, $970 under the North Carolina 
system and $800 under the Kentucky system. This but emphasizes 
what I have pointed out as to the extent to which the benefit schedule 
under the railroad system is already slanted in favor of those who 
have the least attachment to the railroad industry and the least right 
to claim preferential treatment under an unemployment insurance 
system for that industry. This favoritism would be greatly magnified 
under the proposal in the bill to provide a weekly benefit rate of $15 
for a person with base-year earnings of only $300, less than one third 
the amount necessary to obtain such benefit in four of the five States 
to which I have referred and but a little more than one-third of the 
amount required in the other. 

The remaining three of the eight State systems to which I have 
referred as basing benefits on total base-year earnings are those in 
Minnesota, Oregon, and Washington. In Washington the minimum 
weekly benefit is $10, but the minimum base-year earnings require- 
ment is $600, and for base-year earnings of that amount the benefit is 
payable for a maximum of only 15 weeks. For similar earnings under 
the railroad system the weekly benefit is $11.25 and is payable for 
26 weeks. In Minnesota the minimum benefit is also $10 per week 
for the minimum base-year earnings requirement of $300, but the 
maximum duration is only 14 weeks. Under the railroad system, 
the weekly benefit for base year earnings of $300 is also $10, but is 
payable for 26 weeks. In Oregon the minimum weekly benefit is $15 
for base-year earnings of $400, but is payable for a maximum of only 
8% weeks or in a total maximum amount of $133, compared with a 
benefit of $10 per week for 26 weeks, or in a total amount of $260, 
payable under the railroad system for comparable base year earnings. 


COMPARISON WITH THE’ MORE IMPORTANT RAILROAD STATES 


Of the eight States to which I have referred as using total base-year 
earnings for determining benefits, only one, Minnesota, can be 
regarded as being one of the more important States from the stand- 
point of the number of railroad workers employed therein. There are 
eight other such States: California, Illinois, Indiana, Missouri, 
New York, Ohio, Pennsylvania, and Texas. Each of these nine has 
more than 40,000 railroad workers, and, taken together, they have 
more than half of all railroad workers in the country. 

These are not only important railroad States, but are also important 
industrial States. Their unemployment compensation systems are 
among the most liberal of the State systems. Another important 
consideration is that the next-door neighbors of over half the rail- 
road employees must look to these nine State systems for their unem- 
ployment benefits. An analysis of the way in which they have 
worked out the interrelated problems of minimum qualifications for 
benefits and minimum benefits should be of some significance in 
considering the propriety of what is proposed in the present bill. 

I have summarized the situation in each of these nine States on 
sheet 5 of my exhibit IV. I shall refer first to what is there shown 
with respect to the systems in Missouri and New York, because they 
represent the extremes in general approach. 
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MISSOURI 


Missouri emphasizes what we have referred to as the “insurance” 
approach. It has no minimum qualifying amount, but its minimum 
weekly benefit is only 50 cents. However, to guard against trivial 
claims it has two provisions: (1) Nothing is to be paid until the 
weekly benefits accumulate to as much as $5, and (2) anyone who 
has had a previous benefit vear is ineligible for benefits unless he has 
had additional wages since his last valid claim for benefits was made 
equal to at least five times his w ee ‘kly benefit amount. 

With base-vear earnings of $300, the maximum total benefits a 
claimant could receive would be: $100. They have the provision that 
limits total benefits to one-third of the base-year earnings. That is a 
rather common limitation, although some of the States go up as high 
as one-half of the base-vear earnings. None go above the one-half 
at the present time. 

His weekly benefit rate would depend on how his wages were 
distributed among the four quarters of the year. If his best quarter 
was $125, he would get $5 per week for 20 weeks. If his best quarter 
was $250, he would get $10 per week for 10 weeks. Their benefits 
are based on one-twenty-fifth of the highest earnings in the base 
period. To receive the $260 total benefits now payable under the 
railroad system to a person with $300 base-year earnings, a person 
under the Missouri law would have to have $780 in his base year. 
Base-year earnings of that amount would give him total benefits of 
$325 under the present railroad system. To receive the $390 total 
proposed under S. 2639 for base-vear earnings of $300, a man under 
the Missouri law would have to have base-year earnings of $1,170. 
Such base-year earnings would provide total benefits of $585, under 
the proposed schedule. 


NEW YORK 


Of the nine States listed above to which I have referred as the 
“big railroad States,’ New York is the only one which pays benefits 
for 26 weeks or anywhere near that long to a person with $300 base- 
year earnings. The benefit rate is $10 per week. To qualify, how- 
ever, the person must have worked in at least 20 weeks of his base 

ar and averaged at least $15 per week for 20 of the weeks he worked. 
This would require some work in each of at least 5 months. This is, 
in fact, much more stringent than even a $600 minimum earnings 
requirement. The Railroad Retirement Board’s latest statistics 

1949) of months worked by individuals in the $300—$399 wage 
bracket show that only 14.5 percent of these worked in as many as 
four different months, and less than 10 percent worked in as many as 
five different months. Those working in less than 5 months could 
not possibly qualify under the New York requirements. Those 
working in one additional month are very unlikely to qualify. They 
may have worked as seldom as 1 week in each month, and to qualify 
must have worked in at least an average of 4 weeks for each of the 
5 months. 

It will be found from these statistics for 1949 that many persons 
with much more than the $300 minimum required for the proposed 
$15 per week railroad unemployment benefit would fail to qualify 
for any benefit at all in New York. The Railroad Retirement Board 
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statistics have wage brackets of annual wages and show the number 
in each bracket who worked in 1 month, 2 months, and so forth, 
during the year. From these brackets it is simple to ascertain those 
with $300 or more annual wages who would thus qualify under the 
proposed railroad unemployment compensation schedule, and also 
ascertain (1) the percentage of the persons who had $300 or more 
wages but worked in no more than 4 months, and could not possibly 
meet the New York minimum requirement for minimum benefits; and 
(2) the additional percentage who worked in the fifth month and 
probably would not qualify under the New York requirements. 
Persons who would qualify for railroad benefits under the proposed 
minimum $300 total wage requirement and the percentages of such 
persons who would be disqualified for any benefit under New York 
requirements. 
Qualified for RUIA benefits 


| Percent cer- | Percent who 


| tainly dis- | worked in 
Wage bracket Number | qualified for jonly 5 months 
| New York jand probably 

benefits | disqualified 
$300-$399____- tibtiente ; 44, 951 85.3 | 91.2 
$400-$499 33 37, 462 78.5 | 88.0 
$500-$599 32, 287 68.8 | 83.0 
$600- $699 ; 29, 542 56.2 | 77.0 
$700-$799_ - 26. 943 42.4 | 68. 4 
$80C—$S99 é 25, 709 31.3 | 58.4 
$900- $999 24,319 20.8 | 45.9 
$1,000-$1,099 21, 972 | 11.2 32.3 


Thus, New York would exclude from any benefits a very large num- 
ber who could qualify for railroad retirement benefits, including sev- 
eral thousand who qualify for $15 per week under the present schedule 
and who would qualify for $22.50 under the proposed schedule. 

The above schedule, of course, does not exhaust the list of those 
who would be excluded under the New York work requirements. I[ 
have previously referred to Mr. Latimer’s concern over persons ‘‘who 
work on the payrolls for 3 or 4 days per month.” These would fail 
to meet the New York 20-week requirement. Also, persons like the 
“part-time station agents’’ he mentioned, if paid a low annual wage, 
would likely fail to meet the average per-week requirement. Those 
who receive about the same month in and month out, to meet the New 
York requirement would have to make at least $680 for 12 months, 
$623 for 11 months, or $567 for 10 months. The Railroad Retirement 
Board statistics show over 2,000 in the $300—$599 brackets who worked 
in each of the 12 months. A great many additional persons, of course, 
worked in 10 or 11 months. Obviously very few could qualify under 
the New York law. 

OHIO 


Like New York, Ohio pays a $10 per week minimum benefit, but 
unlike Ne ‘w York does not have a flat duration of 26 weeks. Instead, 
with a 26-week maximum, benefits are further limited to one-half of 
the base-period wages. That was reduced beginning this year from 
two-thirds to one-half of base-year wages. 1 might say that the 
tendency of the State acts on that one matter of the percentage of 
the total base-year earnings which will be permitted to be paid in the 
form of total benefits in a given benefit year has been to reduce it; 
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and Ohio, which was outstanding, being the most liberal of all in 
providing for total benefits not in excess of two-thirds of base-year 
earnings, last year modified the statute to reduce it to one-half. 

Hence, with $300 in base-period wages the maximum payable in 
Ohio would now be $150, as contrasted with the present $260 railroad 
maximum, and the proposed $390 total benefits. To get the present 
railroad maximum, an individual in Ohio would need _ base-year 
earnings of $520. 

An individual with $300 in base-period earnings would be very 
unlikely to qualify in Ohio, as the State requires (1) 14 weeks of 
employment in the base year, and (2) $80 in the individual’s best 
calendar quarter. While this is less rigid than New York, nevertheless 
it would screen out a fairly large percentage of persons eligible under 
the railroad unemployment system. It would obviously screen out all 
of the 74,000 who had $300 or more in wages in 1949 but who have 
engaged in railroad work in only 3 months or less in the year—some 
of whom would receive $20 per week under the pending proposal. It 
would also screen out a large percentage of the 72,000 additional 
persons who worked at some time in each of 5 months and had $300 
or more in pay. Many did not work in as many as 14 weeks. 

A 40-hour week for a railroad messenger boy now earns $58 per 
week. He could earn $600—twice the qualifying amount now pro- 
posed for railroad benefits—without meeting the Ohio requirements. 

It is obvious that the Ohio and New York approaches of requiring 
a showing of a substantial period of work is a more realistic approach 
for determining attachment to a labor market than mere reliance on 
some minimum qualifying earnings. Michigan, Wisconsin, and Utah 
likewise have this approach. 

As has already been shown, the eight States which base benefits on 
total base-year earnings, as an alternative to devices like New York 
and Ohio use, pay minimum benefits totaling only about half the 
minimum base-period wages. This practice is very prevalent. States 
vary between one-fifth and one-half base-period wages as the limit of 
benefits. 


CALIFORNIA, ILLINOIS, MINNESOTA, AND PENNSYLVANIA 


se 


Four of the seven remaining “big railroad’? States provide a min- 
imum base-year earning requirement of $300—the amount now pro- 
posed for the railroad system. However, their minimum weekly ben- 
efit is $10—the same amount that is presently payable under the 
railroad system to an individual with $300 base-vear earnings. Fur- 
thermore, the total benefits payable in the benefit year are much less. 
Here is the way the four compare with the present and proposed 
railroad unemployment benefits: 


Maximum 

Base year Weekly sate te > 
earnings benefit ae Wee 

fits 

California ‘ $300 $10 $150 
Llinois 300 10 140 
Minnesota 200 10 140 
Pennsylvania 300 10 120 
Average 00 10 140 
Present Railroad Unemployment Insurance Act 300 10 260 
Proposed Railroad Unemployment Insurance Act 300 15 390 


97404——52——_6 
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Illinois and California also require that the qualifying earnings be 
earned in at least two quarters, 

To receive the present and the proposed maximum total benefits for 
railroad employees with $300 base-year earnings, employees in these 
States would need base-year earnings as follows: 


Fi 
$300 proposed 
railroad law 


$300 present 
railroad law 

















| (Nearly 3 times 
(Over twice | proposed 
railroad =| railroad 
requirement) | requirement) 


Casi... i ay i ee TS : , = | $520 | $780 
Illinois te wee ae i nila, . iad aa ait 675 | 1, 125 
Minnesota ce | 750 | 1, 350 
PI testis ck mite Sancta then bbabo hebidi anes bind dime 760 | 1,140 
Average. ._...-- ‘i 626 1, 098 

| 

| 


INDIANA 


The eighth of our nine States—Indiana—qualifies an individual 
who has earnings of $250 in his base year, providing that $150 of it is 
earned in the last two quarters. 

The benefits payable to an individual with $300 in his base year 
are very limited—a maximum total of $75. The benefit may vary 
from $5 to around $14 per week depending on the high quarter of the 
base period, so may be $5 for 15 weeks, $10 for 7%, weeks, $14 for 
5\% weeks. 

To receive the present $260 maximum benefits payable under the 
railroad system to an individual with $300 base-year earnings, Indiana 
would require $1,040 base-vear earnings. For that amount of earn- 
ings the present railroad system would pay such an individual 
maximum of $390 in benefits. 

To receive the proposed $390 maximum benefits under the railroad 
system for $300 base-vear earnings, Indiana would require base-year 
earnings of $1,560. For that amount in his base year the proposed 
railroad schedule would pay a person a weekly benefit of $25 for 26 
wee ‘ks. 


TEXAS 


An individual can qualify in Texas for as little as $200, provided 
the amount is earned in two calendar quarters. But such an indi- 
vidual would qualify for a maximum total of only $40. With $300 
in his base year, he could receive a maximum of $60. It would be 
payable in amounts of $7 per week, unless around two-thirds or more 
were earned in one quarter, in which event it could be almost as much 
as $10 per week, p: Ly: able for 6 weeks. 

To receive the $260 maximum benefits paid — the present 
railroad system to an individual with $300 base-vear earnings, Texas 
would require base-year earnings sy $1,300. U dee the present rail- 
road system, $1,300 in base-year earnings permits maximum pay- 
ments of $455. 

To receive the maximum of $390 in be ~— as proposed in the 
bill for an individual with $300 base-year earnings, Texas would 
require base-year earnings of $1,950. The eehiead railroad schedule 
would pay a person with such base- period wages $27.50 per week for 
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26 weeks. If he had only $50 more in the year, he could receive $30 
per week for 26 weeks. 

It is thus quite clear that with respect to the important matters of 
qualifications for benefits and the measure of the minimum benefits 
the railroad system is far more liberal than the overwhelming majority 
of the State systems and is not equaled in liberality by any of them, 

It is also equally clear that there is absolutely no warrant for the 
proposal of this bill to provide a minimum-benefit rate of $15 for 
base-year earnings of only $300. The benefit formula is already 
slanted for more than is justified in favor of persons who have only 
a casual connection with the railroad industry. The bill would 
further aggravate the situation in this respect. 


IMPORTANCE OF MINIMUM QUALIFYING AMOUNT AND MINIMUM RENEFITS 


As. I have said, the. interrelated matters of minimum qualifications 
for benefits and minimum benefits are among the most important 
features of any unemployment-compensation system. They would 
be of importance even in a system covering all workers and all em- 
ployers in the country. They are of infinitely greater importance in 
connection with a system covering the workers and employers of 
only a single industry. 

It is universally recognized, of course, that if an unemployment- 
insurance system is not to be utterly corrupting in its effect on its 
intended beneficiaries there must. be some reasonable ceiling on its 
benefits so as to avoid a situation where a man can draw as much in 
benefits when he is not working as he can earn as wages when he is 
working. This principle applies just as strongly in the matter of 
minimum benefits as in the matter of maximum benefits. It is 
equally obvious that if an unemployment-insurance system is not to 
degenerate into a mere dole system its benefits must be limited to 
persons who can be said to be substantially dependent for their 
employment on the industry or industries covered by the system. 


LABOR DEPARTMENT RECOMMENDED MINIMUM QUALIFICATIONS 
FOR MINIMUM BENEFITS 


As Secretary of Labor Tobin stated before the Ways and Means 
Committee in the recent hearings on H. R. 8059, the Federal standards 
bill, at page 52: 

Our unemployment-insurance system contemplates that only those workers 
who can show an attachment to the labor force shall be eligible to receive bene- 
fits * * -*. such a provision should show a genuine attachment to the labor 
market if he is to be entitled to receive benefits for the maximum potential 
duration. 

Mr. Goodwin, Director of the Bureau of Employment Security, 
said at the same hearings at page 30: 

We therefore would recommend that the Federal standard require that all 
individuals having a firm attachment to the labor force be eligible for 26 weeks 
of benefits if they are unemployed that long. 

Mr. Goodwin then suggested three tests for attachment to the 
labor force, including employment in each of 20 weeks, and said: 

It may be that an alternative to all those tests should be offered. * * * 
Such an attachment would be demonstrated, I believe, by workers who had 


earned 40 times the basic weekly benefit amount in two or more quarters of the 
base period, equivalent to about 20 weeks of employment. 
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The importance of the minimum qualifying amount in connection 
with the railroad system is further emphasized by the fact that it. 
not only determines a man’s qualification for benefite, but also 
determines his minimum benefit. It is magnified still more by the 
fact that it not only means the difference between substantial benefits 
and no benefits at all in case of unemployment, but also determines. 
who shall and who shall not receive substantial benefits in case of 
sickness. 

BENEFITS TO COMPENSATE FOR WAGE LOSS 


The sole justification offered in support of the inclusion of a provision 
for sickness benefits in the railroad unemployment insurance system 
was that they were in fact merely benefits payable for a particular 
variety of unemployment, namely, unemployment due to inability to 
work on account of sickness, as distinguished from unemployment due 
to inability to obtain work. Yet the sole test of qualification for 
sickness benefits is the minimum base year earnings test. Obviously, 
one who is not in the labor market, however sick he may be, cannot be 
said to be unemployed due to inability to work because of sickness. 
Take the case of a college student who works on a railroad during his 
summer vacation and who gets sick a year or more later while at 
school. Can he be said to suffer any wage loss while sick, or to be 
unemployed because of inability to work due to sickness? The same 
question might be asked with respect to a former railroad worker who 
gets sick and draws benefits while in jail, a year or two after he left 
railroad employment. Or take the case of a young lady who was at 
one time attached to the railroad labor market, but who quit her job 
one bright June to get married with no intention to return to that or 
any other job. If she should be confined on account of childbirth at 
any time within the next 2 years, could it be said that she suffered any 
wage loss during her period of confinement or that she was unem- 
ployed because of inability to work due to maternity sickness? Yet, 
if she had earned as much as $150 in the last year in which she worked 
for the railroad she would nevertheless be entitled to sickness benefits 
under the railroad system. 

This but emphasizes the impropriety of increasing the benefits for 
persons having no substantial connection with the railroad industry as 
is proposed in the pending bill. 


RAILROAD UNEMPLOYMENT INSURANCE SHOULD NOT BE A GENERAL 
RELIEF PROGRAM 


It is utterly inappropriate to permit an unemployment insurance: 
system to degenerate into a relief system. Workers who are genuinely 
dependent on the railroad industry for employment do not create a 
relief problem to be solved with any such relief-slanted benefit forraula 
as is contained in the low-wage brackets of the proposed formula. 
Even those whose hourly wage is lowest have very substantial hase 
year earnings if they have any substantial work connection with the 
railroads, and are already entitled to liberal benefits. Those who 
lack substantial work connection have no valid reason to look to the 
railroad industry for protection against unemployment, and certainly 
not for such lavish protection as is here proposed. I can find no justi- 
fication for paying $15 per week for 26 weeks to a person who qualifies 
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by working as a payroll clerk or other class of part-time work for only 


3 days per month. He could continue this work year after year and 


at the same time receive the maximum of 130 daily benefits each year 
after the beginning of his first benefit year. 


CONDITIONS UNDER WHICH BENEFITS ARE PAYABLE 


Waiting period 

All except three State systems require a so-called waiting period 
before benefits are payable, and in all of these it is 1 week or longer. 
This is a noncompensable period of unemployment in which the claim- 
ant must have been otherwise eligible for benefits. 

The matter is treated differently under the railroad unemployment 
insurance system, where all benefits are stated on a daily, instead of 
a weekly, basis, and are actually paid biweekly instead of weekly. 
There the only thing that corresponds to a waiting period is a reduced 
benefit for the first week. Benefits are paid for each day of unemploy- 
ment in excess of 7 during the first registration period of 14 days in 
any benefit year and for each day of unemployment in excess of 4 
during any subsequent 14-day period. In effect the waiting period 
under the railroad system is only 3 days, since benefits are payable 
for only 3 .days less in the initial registration period than in any 
subsequent registration period. 

Here again we find the railroad system to be much more liberal 
than any but three of the State systems. 


Benefits for partial unemployment 


Under the railroad system no distinction is made between total 
unemployment and partial unemployment. Whether totally or 
partially unemployed, a man who has a base year on which to qualify 
will be entitled to benefits for each day of unemployment in excess 
of 7 during the first 14-day period for which he qualified and for each 
day in excess of 4 during any subsequent 14-day period in the same 
benefit year. The daily rate is the same and the total number of 
days for which benefits are payable is the same whether his unemploy- 
ment is total or only partial. 

In this respect, the railroad system is far more liberal than any of 
the State systems. In most of the States a person who is partially 
employed in any week is entitled to no benefit at all if he earns as 
muchas. his.weekly benefit amount. When he does earn less than 
his weekly benefit amount, then he is paid that amount less his 
earnings for the week, plus some specified work-incentive allowance, 
in some cases $2, in other cases $3, or more. A railroad man can 
work 3 days a week and still draw substantial unemployment benefits. 
This is not true under other systems. 


Part-time workers 


Closely related to this matter of benefits for partial unemployment 
is the matter of benefits to persons who, when employed, work only 
part time. 

As originally enacted, the Railroad Unemployment Insurance Act 
contained a provision directing the Board to prescribe regulations for 
determining the amount of daily benefits and the maximum benefits 
to be payable during any benefit year to persons whose work in their 
base year was on a part-time basis. This provision was stricken, 
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however, by the 1939 amendments before it ever went into operation. 
This action was taken primarily, as I understand, on the ‘score of 
administrative convenience. When questioned with respect’ to this 
provision at the hearings on the original bill, Mr. Latimer said: 

Mr. Latimer. It would*be a nice thing if there were no part-time emphayees 
in the railroad industry and we did not have to have such-a-paragtaph. But 
unfcrtunately they are there, and I assume that no one wants to pay them up- 
ployment compensation more than they would earn if they were employed during 
the normal number of hours for them. 

As I understand it, the provision contemplates special treatment for persons 
such as payroll clerks, who work on the payrolls for 3 or 4 days‘a month. There 
are also the part-time station agents, whose function it is to come down’and meet. 
the trains at odd hours, and open up and sweep out the station, for which they are 
paid $5, $10, $15, or $20 a month. 

If such a person became unemployed, and if there were no provision for excep- 
tions, he might well draw, if he qualified at all, perhaps as much more than he 
would receive from the railroad if he worked all his usual time, for the railroad. 

In other cases, where the compensation is low relative to the benefits, that 
might also apply where the normal time is presumably full, or almost full time. ; 

I have not any particular reason to be for or against any particular language, 
but I think the objective of making it impossible that benefits are as large or 
larger than the normal maximum wage is really desirable under unemployment 
compensation. But I have no particular feeling about that language, except that 
I do not know of any better way to say it (hearings before a subcommittee of the 
House Committee on Interstate and Foreign Commerce on H. R. 10127, 75th 
Cong., 3d sess., p. 251). 


Under the present act there are innumerable instances where an 
individual draws weekly benefits based on part-time railroad work 
which are far in excess of the weekly earnings on account. of which 
the benefits are paid. I have here an example of just the sort of 
situation to which Mr. Latimer was referring, and which is not at all 
unusual. It is the earnings record of a woman described as a matron, 
whatever that may mean, on the strength of which she drew unem- 
ployment benefits in 1950 and 1951. According to this record, the 
lady worked in each month of 1948 and 1949, her pattern of earnings 
being the same in both years, namely, $19.20 in each of 8 months ‘and 
$24 in each of the other 4. She last worked in January 1950 and 
earned $15.60. On the strength of the $249.60 she earned in 1948, 
she drew benefits of $2 a day for 26 days from May 15, 1950, to June 
25, 1950. Then, beginning on July 3, 1950, on the strength of the 
$249.60 earned in 1949, she drew benefits of $2 a day for 130 days, in 
total amount of $260. During these two periods her benefit amounted 
to $10 per week, or $43.33 per month, more than twice her average 
monthly pay while working. 

Under the great majority of the State systems, a person with such a 
pattern of base-year earnings would not have been eligible for any 
benefits at all. Under none of the State systems would her total 
benefits have been half as much as they were under the railroad system. 

. Thus, with respect to benefits to part-time workers, as well as with 
respect to benefits for partial unemployment, the railroad system is 
far more liberal than any of the State systems. 


DISQUALIFYING CONDITIONS UNDER RAILROAD AND STATE SYSTEMS 


The railroad system, like all the State systems, provides certain 
conditions under which benefits will not be paid to a person who would 
otherwise be qualified for benefits. The proper purpose of such con- 
ditions is to limit benefits to those who are involuntarily unemployed. 
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Certain types of disqualifying conditions are common to all systems, 
such as disqualification for refusal to accept suitable work, for quitting 
work without good cause, for giving false information in a claim for 
benefits, and so forth. In the case of practically every important 
type of disqualifying condition the provision of the railroad system is 
far more lenient than that of any of the State systems. Probably the 
most outstanding instance is its provision with respect to disqualifica- 
tion on account of strikes. 

Strike disqualification 

All the State systems disqualify a striking employee from receiving 
unemployment benefits while he is on strike. Under the railroad 
system, a man is not barred from benefits on account of unemploy- 
ment due to a strike unless the strike is illegal under the Railway 
Labor Act or violative of the established rules and regulations of a 
bona fide labor organization of which he is a member. 

Since there is virtually no such thing these days as an illegal rail- 
road strike, the effect of this weak disqualify: ing condition i in the case 
of a railroad strike is to convert the unemploy ment insurance fund 
into a strike benefit fund, for example, the Missouri Pacific strike 
which lasted from September 9, to October 24, 1949, resulted in the 
payment of about $3,000,000 in unemployment benefits to Missouri 
Pacific employees, not including employees of other railroads affected 
by the strike. Of this amount $600,000 went to the men who were 
on strike and the balance to men who were laid off on account of the 
strike. 

Voluntarily quitting work or refusing to work 

Under the railroad system, a man who quits his job without good 
cause is disqualified from receiving benefits for only the first 30 days 
thereafter. The same period of disqualification applies to a man who 
while employed declines to accept suitable work. These provisions 
are much more lenient than the corresponding provisions of the State 
laws. Some of the States disqualify a man entirely in either of the 
two cases mentioned. In all the others the periods of disqualification 
are much longer than 30 days. 


Discharge for cause 


All the State systems disqualify for varying lengths of time an in- 
dividual who has been suspended or discharge »d from work because of 
misconduct. The railroad system has no such disqualifying provi- 
sion. It pays benefits in such a case the same as if the man had been 
laid off due to lack of work. 

Here again we find the railroad system to be much more liberal than 
the State systems with respect to matters of real importance. 


TIME-LAG BETWEEN WORK AND BENEFITS 


There is one other grave defect in the railroad system which de- 
mands correction if there is to be any further amendment of the act, 
and particularly if there is to be any further liberalization of the 
benefit schedule. I refer to the unwarranted gap now permitted 
between the time a man last worked for a railroad and the time during 
which he receives benefits on account of such work. 

I have already pointed out how, by using total base year earnings 
as the sole test of a man’s qualification for benefits, with no regard 
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however, by the 1939 amendments before it ever went into operation. 
This action was taken primarily, as I understand, on the ‘score of 
administrative convenience. When questioned with respect’ to this 
provision at the hearings on the original bill, Mr. Latimer said: 

Mr. Latimer. It would be a nice thing if there were no part-time emphiyees 
in the railroad: industry and we did not have to have such a-paragtaph. But 
unfcrtunately they are there, and J assume that no one wants to pay them un- 
ployment compensation more than they would earn if they were employed during 
the normal number of hours for them. 

As I understand it, the provision contemplates special treatment for persons 
such as payroll clerks, who work on the payrolls for 3 or 4 days‘a month. There 
are also the part-time station agents, whose function it is to come down ‘and meet 
the trains at odd hours, and open up and sweep out the station, for which they are 
paid $5, $10, $15, or $20 a month. 

If such a person became unemployed, and if there were no provision for excep- 
tions, he might well draw, if he qualified at all, perhaps as much more than he 
would receive from the railroad if he worked all his usual time, for the railroad. 

In other cases, where the compensation is low relative to the benefits, that 
might also apply where the normal time is presumably full, or almost full time. 

I have not any particular reason to be for or against any particular language, 
but I think the objective of making it impossible that benefits are as large or 
larger than the normal maximum wage is really desirable under unemployment 
compensation. But I have no particular feeling about that language, except that 
I do not know of any better way to say it (hearings before a subcommittee of the 
House Committee on Interstate and Foreign Commerce on H. R. 10127, 75th 
Cong., 3d sess., p. 251). 

Under the present act there are innumerable instances where an 
individual draws weekly benefits based on part-time railroad work 
which are far in excess of the weekly earnings on account of which 
the benefits are paid. I have here an example of just the sort of 
situation to which Mr. Latimer was referring, and which is not at all 
unusual. It is the earnings record of a woman described as a matron, 
whatever that may mean, on the strength of which she drew unem- 
ployment benefits in 1950 and 1951. According to this record, the 
lady worked in each month of 1948 and 1949, her pattern of earnings 
being the same in both years, namely, $19.20 in each of 8-months ‘and 
$24 in each of the other 4. | She last worked in January 1950 and 
earned $15.60. On the strength of the $249.60 she earned in 1948, 
she drew benefits of $2 a day for 26 days from May 15, 1950, to June 
25, 1950. Then, beginning on July 3, 1950, on the strength of the 
$249.60 earned in 1949, she drew benefits of $2 a day for 130 days, in 
total amount of $260. During these two periods her benefit amounted 
to $10 per week, or $43.33 per month, more than twice her average 
monthly pay while working. : 

Under the great majority of the State systems, a person with such a 
pattern of base-year earnings would not have been eligible for any 
benefits at all. Under none of the State systems would her total 
benefits have been half as much as they were under the railroad system. 

Thus, with respect to benefits to part-time workers, as well as with 
respect to benefits for partial unemployment, the railroad system is 
far more liberal than any of the State systems. 
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Certain types of disqualifying conditions are common to all systems, 
such as disqualification for refusal to accept suitable work, for quitting 
work without good cause, for giving false information in a claim for 
benefits, and so forth. In the case of practically every important 
type of disqualifying condition the provision of the railroad system is 
far more lenient than that of any of the State systems. Probably the 
most outstanding instance is its provision with respect to disqualifica- 
tion on account of strikes. 

Strike disqualification 

All the State systems disqualify a striking employee from receiving 
unemployment benefits while he is on strike. Under the railroad 
system, a man is not barred from benefits on account of unemploy- 
ment due to a strike unless the strike is illegal under the Railway 
Labor Act or violative of the established rules and regulations of a 
bona fide labor organization of which he is a member. 

Since there is virtually no such thing these days as an illegal rail- 
road strike, the effect of this weak disqualifying condition in the case 
of a railroad strike is to convert the unemployment insurance fund 
into a strike benefit fund, for example, the Missouri Pacific strike 
which lasted from September 9, to October 24, 1949, resulted in the 
payment of about $3,000,000 in unemployment benefits to Missouri 
Pacific employees, not including employees of other railroads affected 
by the strike. Of this amount $600,000 went to the men who were 
on strike and the balance to men who were laid off on account of the 
strike. 

Voluntarily quitting work or refusing to work 

Under the railroad system, a man who quits his job without good 
cause is disqualified from receiving benefits for only the first 30 days 
thereafter. The same period of disqualification applies to a man who 
while employed declines to accept suitable work. These provisions 
are much more lenient than the corresponding provisions of the State 
laws. Some of the States disqualify a man entirely in either of the 
two cases mentioned. In all the others the periods of disqualification 
are much longer than 30 days. 

Discharge for cause 

All the State systems disqualify for varying lengths of time an in- 
dividual who has been suspended or discharged from work because of 
misconduct. The railroad system has no such disqualifying provi- 
sion. It pays benefits in such a case the same as if the man had been 
laid off due to lack of work. 

Here again we find the railroad system to be much more liberal than 
the State systems with respect to matters of real importance. 


TIME-LAG BETWEEN WORK AND BENEFITS 


There is one other grave defect in the railroad system which de- 
mands correction if there is to be any further amendment of the act, 
and particularly if there is to be any further liberalization of the 
benefit schedule. I refer to the unwarranted gap now permitted 
between the time a man last worked for a railroad and the time during 
which he receives benefits on account of such work. 

I have already pointed out how, by using total base year earnings 
as the sole test of a man’s qualification for benefits, with no regard 
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to the length of his railroad service, the railroad system permits the 
payment of substantial benefits to persons who have never had any 
substantial connection with the railroad industry. And I have shown 
that this serious defect in the system would by no means be remedied 
by raising the minimum qualifying amount from the present $150 
to $300 as proposed in the bill. The defect to which I now refer is 
the one which permits the payment of benefits to persons who have 
long ceased to have any connection whatever with the railroad 
industry. 

The present minimum straight-time railroad wage is 139.7 cents 
per hour, or $55.88 for a 40-hour week. Thus, $150 represents less 
than 3 weeks of work for the lowest-paid railroad worker, and $300 
represents less than 6 weeks of work. As I have pointed out, Director 
Goodwin of the Bureau of Employment Security, in recommending 
the adoption of 26 weeks as the standard period for the maximum 
duration of benefits under all unemployment compensation systems 
emphasized that he was referring to “individuals having a firm 
attachment to the labor force’ covered by the system. As a mini- 
mum requirement to establish such an attachment, he suggested 
“about 20 weeks of employment.” That length of railroad employ- 
ment, even for a man drawing the minimum rate of pay would 
represent earnings of $1,100. 

Under the railroad system as now in effect, a man who worked for 
a railroad for less than 3 weeks, in January of this year, would be 
qualified for benefits if he should become unemployed or sick at any 
time during the fiscal year ending June 30, 1954, regardless of what 
other employ ment he may have had in the meantime. He may have 
left his railroad employment voluntarily either to engage in some 
form of self-employment or to work in some other industry. In the 
case of the sickness benefits, he might still be employed in some other 
industry or self-employed, but merely laying off because of his sick- 
ness. As I have said, he would be eligible for sickness benefits even 
while serving a term in jail and thus unattached to any labor market. 

When we consider that the railroad system is financed solely at 
the expense of the employers, there is no conceivable justification for 
such a situation. A person who has voluntarily left railroad employ- 
ment for employment in other industry or for self-e mployment has 
no right to look to the railroad industry for protection from: unem- 
ployment occurring anywhere from 6 months to 29 months thereafter. 
Certainly this gap should be materially narrowed. The situation is 
much too serious a one to be shrugged off with the statement that it 
is merely a result of the adoption of or administrative convenience 
of fixed base and benefit years. While it is a result of the plan of 
fixed base and benefit years adopted in the railroad system, it is far 
from being the necessary result of that plan, and may be substantially 
remedied without any change whatever therein. 

For example, in Indiana, although the base vear consists of the first 
four of the last five quarters preceding the benefit year, thus being 
separated therefrom by only one quarter, the statute nevertheless 
provides that in order to be qualified for benefits a person must have 
worked in the last two quarters of his base year. There are many 
other ways by which the inexcusable situation now existing under the 
railroad system could be materially relieved without any change in 
the present arrangement with respect to base and benefit years. The 
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railroads are not asking for any changes in that arrangement. Neither 
are they here urging any amendments to the act at this time. They 
do insist, however, that if there is to be any further liberalization of 
benefits, this should be accompanied by an improvement in these other 

features of the railroad system to which I have referred. There is no 
conceivable justification for saddling the railroads with the cost of 
bigger and better benefits to persons who are not entitled to any bene- 
fits at all. 

MAXIMUM BENEFITS 


The maximum weekly benefit under the railroad system is $25 for 
unemployment or sickness other than maternity sickness, payable in 
either instance for a maximum of 26 weeks. For maternity sickness 
the maximum is $52.50 per week during 4 weeks of the maternity 
period, and $35 per week during the balance of the period. The 
maximum total benefits for maternity sickness is the same as for 
unemployment or other types of sickness, namely, $650. The dura- 
tion period for each type of benefit runs separately and the records of 
the Board show thousands of cases each year where the same person 
draws more than one of the three seve ‘ral types in the same benefit 
year. There is one striking difference, however, between maternity 
benefits and the other two types, and that is that maternity cases pay 
over 150 percent of the normal weekly rate and normally run for the 
maximum duration. 


Increased maximum under S. 2639 


The effect of S. 2639 would be to raise the present maximum weekly 
benefit for unemployment or sickness other than maternity sickness 
by 50 percent to $37.50 per week, and the maximum for maternity 
sickness to $78.75 per week for 4 weeks of the maternity period and 
$52.50 per week for the balance of the period. Thus, the maximum 
total benefits of each of the three types would be raised 50 percent 
from $650 to $975. In the case of unemployment benefits, it would 
represent an increase of 2124 percent in the maximum weekly benefit 
provided in the original act and an increase of over 300 percent in the 
maximum total benefits payable in a benefit year 


Comparison of maximum benefits under the railroad and State systems 


How the present and proposed maximum benefits for unemploy- 
ment under the railroad system compare with those provided under 
the various State systems is shown in my exhibit V. As shown on 
the first chart attached to that exhibit there are 15 States which have 
maximum weekly benefits for unemployment higher than the $25 
paid under the railroad system, 18 States having the same $25 maxi- 
mum, and 18 having a maximum below $25. Of the States having a 
higher maximum six pay a maximum of $30, which is the highest basic 
wee kly benefit paid in any State. In the States having a maximum 
below $25 the amounts are $20 in nine States, $22 in five States, $22.75 
in one State, and $24 in three. The average for all the 51 State sys- 
tems, weighted in accordance with the number of railroad employees 
in each State, is $25.97. 

As shown on the second chart attached to the same exhibit, there 
are 11 States in which the maximum total benefits for unemployment 
payable to anyone in a benefit year is higher than the maximum pay- 
able under the railroad system. There are 7 States in which the 
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amount is the same and 33 in which it is less than under the railroad 
system. The average for all 51 States weighted in accordance with 
the number of railroad employees in each State is $612, comparec 
with $650 payable under the railroad system. 

Considering the maximum benefit rate alone, and for unemploy- 
ment alone, there is no question that several of the State acts are 
somewhat more liberal than the railroad system. As I have shown 
however, that has been true since the beginning. It was deliberately 
planned that way by the framers of the railroad system, who chose, 
because of conditions peculiar to railroad employment, to place the 
greater emphasis on benefits to the lower-paid workers and lesser em- 
phasis on benefits to the higher-paid workers. Also, as was well recog- 
nized by the representatives of railway labor when they formulated 
the original plan of the railway system, the relative over-all liber- 
ality of any two unemployment insurance systems cannot possibly 
be gaged by reference solely to any one essential feature. The differ- 
ent features are so interrelated and interdependent that all of them 
must be taken into consideration in any attempt to reach a conclusion 
as to the relative liberality of any two such systems. 

Even with respect to unemployment benefits alone, it is doubtful 
that any State system equals the railroad system in ov er-all liberality 
when consideration i is given not only to maximum benefits, but also 
to minimum and intermediate benefits and their duration and to the 
conditions governing their payment. When it is considered that, in 
addition to the unemployment benefits for which it provides, the rail- 
road system also provides sickness and maternity benefits at the sole 
cost of the employers in an annual amount averaging at least: 60 per- 
cent of the unemployment benefits, there can be no question that it 
is far ahead of any of the State systems in over-all liberality. 

It is true, 11 of the State systems provide for augmenting their 
basic weekly benefits with allowances to dependents under certain 
conditions. However, statistics issued by the Department of Labor 
disclose that dependents’ allowances paid in these 11 States average 
less than 5 percent of the basic benefits paid therein, and less than 
1 percent of the unemployment benefits paid under all the State 
systems. Last year the sickness benefits paid under the railroad 
system exceeded the benefits for unemployment. On the average, 
they equal at least 60 percent of the amounts paid for unemployment, 
12 times what comparable systems pay for dependents’ allowances. 


VIEWS OF RAILWAY LABOR RESPECTING MAXIMUM BENEFITS 


1. Original act 

As I showed at the beginning of my presentation, from the beginning 
the plan of the railroad unemployment insurance system has been 
shaped in accordance with the views of the representatives of railway 
labor. Originally they emphasized the so-called social approach to 
the matter of both minimum and maximum benefits. Pursuant to 
their wishes, the original act provided for total benefits of $140, 
payable at the rate of $7 per week, to a person with base year earnings 
of $150, and a total of $240, payable at the rate of $12 per week to a 
person with base year earnings of $1,300 or over? 

That the system as thus framed by them had a less liberal maxi- 
mum rate than many of the State systems was well recognized by 
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them at the time. For example, Dr. Bacus, speaking for the Railway 
Labor Executives Association, said: 


Almost all State laws provide a maximum of $15 per week and a few provide 
slightly higher amounts ranging from $16 to $18 per week (Michigan and Wyo- 
aming). Under this act the equivalent maximum weekly rate is about $12 which 
apphes to:individuals who earn $1,300 or more in the base year. However, most 
of the workers’in the groups earning under $1,300 a year (which constitutes a 
mujority-of the unemployed group) will receive higher weekly benefit rates than 
they would under, existing State laws (hearings before a subcommittee of the 
House Committee on Interstate and Foreign Commerce on H. R. 10127, 75th 
Cong., 3d sess., p. 75). 


Later in his presentation Dr. Bacus said: 


Under this bill every eligible employee will get at least an amount which is 
sufficient to keep him out of dire straits for a period at least long enough to give 
him a reasonable chance for reemployment (p. 99). 


Judge Hay, speaking for the same group of labor leaders, said: 


As to the amount of benefits: The amount of benefits proposed under the bill 
vary somewhat from the amounts provided in the State acts. * * *, and 
the amount fixed for lower-paid workers and for those earning a minimum amount 
in the base year is higher. This corrects what all students of social insurance 
agree to be a grievous fault in the State systems (hearings before a subcommittee 
of the House Committee on Interstate and Foreign Commerce, on H. R. 10127, 
75th Cong., 3d sess., p. 36). 


A little later.in his testimony Judge Hay said: 

There is not the amount of turn-over in the railroad industry as there is in other 
industries. Due to the operation of the seniority system, there is practically no 
unemployment among the longer service men in the train and engine service, for 
example (p. 37). 

Mr. Latimer, as I have already shown, later said of the original 
act: 

When the Railroad Unemployment Insurance Act was passed, it compared, on 
the whole, rather favorably with the benefits provided under State laws. It was 
definitely superior to benefits under most State laws for persons whose base-vear 
wages were low and, so far as the benefit rate was concerned, inferior to the laws 
of most States for persons receiving from $1,000 to $1,200 or more in the base year. 
This tatter deficiency, however, was thought to be offset by the fact that the 
duration of ‘benefits specified under the act was longer than those provided by any 
State, with possibly one or two exceptions (hearings before House Committee 
on Interstate and Foreign Commerce, 76th Cong., 3d sess., on H. R. 9706 and 
related bills, p. 55). 


In other words, after having studied the matter over an extended 
period, according to their testimony, the representatives of railway 
labor concluded that a maximum of $12 a week, payable for 20 weeks, 
would be appropriate for railroad workers with base- -year earnings of 
$1,300 or more, in spite of the fact that many of the State systems 
provided maximum benefits higher than that, ‘but usually for shorter 
durations. They also concluded that when considered along with 
the more liberal minimum benefits for which it provided, their plan 
would on the whole at least equal any of the State systems in liberality. 

We thus find that in framing and supporting the plan of the original 
act the labor leaders (1) emphasized what I have referred to as the 
“social” approach to unemployment insurance, and (2) apparently 
appreciated that the railroad system could not justifiably be one 
which provided special preferential treatment for railroad employees 
as compared with the treatment accorded their neighbors by the 
various State systems. 
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2. 1940 amendments 


In framing and supporting the liberalizing amendments which were 
made in 1940 the labor leaders again proceeded on the principle that 
in gaging the liberality of the railroad system as compared with any 
of the State systems, consideration must be given to the relative 
treatment accorded by the two systems to low-wage earners as well as 
that accorded high-wage earners. They seemed to experience no 
particular difficulty in making comparisons between the various 
systems on that basis. 


> 


3. 1946 amendments 

By the time they came forward with their proposals for further 
liberalization of the act which were adopted in the 1946 amendments, 
the spokesmen for railway labor had radically shifted both their ap- 
proach to the matter of appropriate benefits and the basis on which 
they sought to justify their proposals. 

While adhering to the “social” approach so far as minimum benefits 
were concerned, they shifted over to the ‘‘insurance”’ approach to the 
matter of maximum benefits. They insisted on maximum weekly 
benefit rates as high as or higher than those provided under State 
laws, regardless of how the State laws might deal with minimum 
benefits and with duration of benefits. 


AVERAGE BENEFIT YARDSTICK 


In justification of their 1946 proposals, the railway labor representa- 
tives took the position that it was utterly futile to undertake a com- 
parison of the railroad system feature by feature with all or-any of the 
State systems because of the wide variances between them. They 
adopted the average of all benefits actually being paid at any given 
time under each system as the only proper vardstick by which to 
measure the liberality of one system as compared with anothér. 
They have adhered to this changed approach and new method of 
justification in framing and supporting their present proposal. They 
complete ‘ly overlook the fact that the very reason they give for adopt- 
ing a single vardstick for measuring the relative liberality of the rail- 
road system and other systems, n: imely, the wide differences between 
the svstems with respect to essential features, refutes the propriety 
of the vardstick which they adopt. One simple illustration 1s all that 
is needed to establish that fact. 

If the railroad system should be amended so as to eliminate all 
benefits for persons with base year earnings less than $2,500, the 
average weekly benefit actually paid would immediately be raised to 
$25, considerably higher than the average under any state system. 
Would anyone suggest that it had thereby become more liberal than 
any of the state systems? 


FURTHER REASONS WHY “‘AVERAGE BENEFITS’ DO NOT‘AFFORD PROPER 
BASIS OF COMPARISON 


There are reasons other than the variations between the systems 
themselves that make average benefits under any two systems in- 
appropriate measures of their relative liberality. One is the wide 
variations in the numbers of beneficiaries drawing the different rates 
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of benefits and in the lengths of time they draw benefits. No better 
illustration of the importance of this fact could be desired than is 
furnished by the statistics of the Railroad Retirement Board respect- 
ing the benefits paid under the railroad system for unemployment and 
for sickness. The benefit rates are the same in both cases, vet the 
averages of the weekly benefits of these two classes are quite different 
each year, due solely to differences in the percentages of beneficiaries 
drawing at the different rates and in the lengths of time for which they 
draw benefits. 

The Board’s report from 1951 shows the average daily benefit rate 
for all unemployment benefits paid during fiscal vear 1951 was $3.35, 
equivalent to a weekly rate of $16.75. Sickness benefits paid during 
the same year averaged $4.23 per day or $21.15 per week. Actually, 
the average of the sickness benefits was considerably higher, the figure 
shown by the Board reflecting the average after deduction from total 
payments of substantial sums recovered by the Board from persons 
liable in damages to some of the beneficiaries for injuries on account 
of which the sickness benefits were paid. The law contains a provision 
for such recoveries. 

The utterly impropriety of accepting average benefits as a measure 
of the relative liberality of systems which differ so widely in essential 
features as do the railroad system and the various State systems 
would seem so obvious as to make any further discussion of the 
matter unnecessary. However, this basis of comparison is so strongly 
relied upon by the proponents of the present bill that I feel justified 
in pursuing my discussion of it somewhat further. 


THE LATIMER AND SCHOENE “‘AVERAGE BENEFIT’ ARGUMENT 


The average benefit argument, as developed in 1945 by Mr. Latimer, 
then Chairman of the Railroad Retirement Board, and by Mr. Schoene, 
on behalf of the Railway Labor Executives Association, was sum- 
marized by Mr. Schoene as follows: 

In testimony before this committee efforts were made to demonstrate that in 
various particulars the Railroad Unemployment Insurance Act was more generous 
than the State laws. It had to be recognized * * * that inasmuch as benefit 
formulas differ considerably it is awfully difficult to make an over-all comparison. 
There is, however, one highly significant comparison that can be made and which 
was made the other day in the testimony of Mr. Latimer. That is, what do the 
men actually get out of it? What does an average unemployed individual take 
home as unemployment compensation? And it appears from the testimony which 
Mr. Latimer gave you that actually at the present time and for some period past, 
the average weekly benefits paid under State laws are higher than the average 
weekly benefits paid under the Railroad Unemployment Insurance Act.* * * 
There is no highly preferential system. It is not preferential at all (p. 1107, 1945 
House Interstate and Foreign Commerce Committee hearings). 

It is not at all difficult to answer the first of the two questions 
propounded by Mr. Schoene, ‘‘What do the men actually get out of 
it?”” The answer is that what each man gets out of the railroad system 
in the way of benefits depends entirely on what he earned in railroad 
employment in his base year. If he earned less than $150 in that year 
he gets nothing out of it during the corresponding benefit year. Only 
work resulting in earnings of at least $150, regardless of its actual 
length, was considered by the Board and the representatives of railway 
labor as sufficient to entitle anyone to be classed among those whom 
Mr. Schoene evidently referred to as “the men”; i. e., railroad men. 
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With base-year earnings of $150 or more each gets out of the system 
the amount opposite the bracket into which his base-year earnings. 
place him in the benefit schedule which was worked out by his labor 
representatives. 


THE STATISTICAL ‘AVERAGE MAN” 


Mr. Schoene’s second question, ‘‘What does an average unemployed 
individual take home as unemployment compensation?”’, if capable ef 
answer at all, could be answered only’ from day to: day, since ‘the: 
average unemployed individual covered by the railroad ‘system or any 
other + system of unemployment insurance varies from day to day. 
Under the railroad system and every other system persons are classified 
for the purpose of benefits on the basis of their record of employment in 
their base year. Thus, the benefit rate, and often the duration of 
benefits, for each individual is fixed by his particular base-vear record. 
If the particular period of unemployment is predominantly that of 
persons with base-year records producing low benefits, as it usually 
is in the case of unemployment among railroad men, this purely 
statistical and actually nonexistent creature which Mr. Schoene elects 
to regard as the “average unemployed individual” will have a relatively 
low benefit. On the other hand, if unemployment is predominantly 
among those with base-year records producing the maxithum benefits, 
as it usually is among employees covered by the State systems, Mr. 
Schoene’s statistical average individual will emerge with a relatively 
high benefit. Last year | 54 percent of all beneficiaries under the State 
acts drew benefits at the maximum rates. Their statistical average 
man had high base-period wages and benefits. Of those drawing 
benefits under the Railroad Act ‘during the same year, only 24 percent 
drew them at the maximum rate. Its statistical av erage man had 
small base-year earnings and relatively low benefits. 


THE STATISTICAL “‘AVERAGE BENEFIT” 








The average benefit to which Mr. Schoene refers is not even the 
amount which the average beneficiary takes home. In the case of the 
railroad system, it is the result obtained by taking the total of the 
benefits paid to all beneficiaries, dividing that through by the total 
number of days for which benefits were paid and multiplymg the 
average daily rate thus obtained by five to arrive at an average 
weekly rate. In the case of the State systems, it is the result obtained 
by dividing the total amount paid in benefits for full unemployment 
by the total number of weeks for which such benefits were paid, 
Thus, if A draws $20 per week for 4 weeks and B draws $10 per week 
for 10 weeks, there will be a total of 14 weekly benefits paid in a total 
amount of $180, and the average will be $12.86. But if the periods 
of benefits for A and B are reversed, the total number of benefits 
will be the same, but the total amount paid will be increased to $240 
and the average benefit will then be $17.14. If each draws benefits 
for the same number of weeks, the average is $15. 
Year by year variances 

[ have already referred to the difference in the average benefits 
under the railroad system for unemployment and sickness, both of 
which are determined under the same schedule. Similar differences 
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appear from year to year in the averages of the unemployment 
benefits themselves. The first full year covered by the schedule as 
amended in 1946 was the fiscal year ended June 30, 1948. Since that 
time there has been no change in the schedule, yet the average weekly 
benefit for each year, derived in the manner I have described, has 
ranged from a low of $16.75 in 1951 to a high of $19.25 in 1950. 
These differences are ascribable solely to the differences in the numbers 
of beneficiaries taking each of the different daily benefit rates and 
differences in the lengths of time for which they drew them. 

In 1951, when the average weekly rate was $16.75, only 24 percent 
of all the beneficiaries drew benefits at the maximum rate of $25 per 
week. In 1950, when the average weekly benefit was $19.25, 45 
percent drew benefits at the $25 rate. There were also wide differ- 
ences in the percentages of beneficisries drawing benefits at the other 
rates. The distribution in the 2 years was as follows: 


| Weekly ben- | Percent draw-| Percent draw- 


efit rate ing in 1950 ing in 1951 
$8. 75 1 2 
10. 00 7 1! 
11. 25 7 Il 
12. 50 | 5 9 
15. 00 6 9 
17. 50 5 s 
20. 00 8 11 
22. 50 16 13 
25. 00 45 24 





With only 20 percent of the beneficiaries drawing benefits of $12.50 
or less in 1950, as against 33 percent falling in those lower brackets 
in 1951, and with 61 percent at the two highest rates in 1950, against 
only 37 percent in 1951, it is obvious why the average benefit was 
lower in the latter year. In addition, there may have been just as 
wide or even wider differences in the duration of benefits for the differ- 
ent classes of beneficiaries. 

The tabular breakdown in table C-7 in the Board’s annual report 
for 1950 and 1951 gives a clearer indication why the averages for the 
2 years were so different. For example, in October 1949 there were 
nearly 49,000 firemen, brakemen, switchmen, and hostlers, and over 
33,000 skilled shop employees drawing benefits. These, of course, 
drew benefits at the higher weekly rates and helped increase the 
average weekly benefit amount for the fiscal year 1950. In October 
of the next year, however, there were only 3,000 unemployed firemen, 
brakemen, switchmen, and hostlers and 1,380 skilled shopmen. The 
Board states in its report for 1950 that, “The unemployment rate 
reached 13 percent in October (1949) as a result of the effect of con- 
current strikes among coal miners, steelworkers, and railroad workers.”’ 
The prevalence of unemployment among high-wage bracket employees 
due to strikes, thus explains the rel: tively high average weekly benefit 
of fiseal 1950. 


Seniority and average benefits 
As Judge Hay stated in the quotation which I have already given 
from his testimony in 1938: 


Due to the operation of the seniority system there is practically no unemploy- 
ment among the longer service men in the train and engine service, for example. 
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That statement is still true, as evidenced by unemployment benefit 
statistics in the 1951 Railroad Retirement Board report. In table 
C-12 it is shown that only 2,160, or 2 percent, of the engineers and 
conductors drew any unemployment compensation at all during the 
last benefit year. In contrast, 55,580, or 19 percent of the extra gang 
and other way and structures laborers drew benefits. 

The average daily benefit rate paid engineers and conductors was 
$4.62 ($23.10 per week) and the average rate for the laborers was 
$2.88 {$14.40 per week). The trickiness of averages is illustrated by 
the fact that if you average up the benefits of the 5: 5,580 with $14.40 
per week, and the 2,160 with $23.10 per week, your average benefit 
comes out at $14.71, but slightly higher than the average of $14.40 for 
the laborers alone. 

Six out of a hundred of the firemen, brakemen, switchmen and 
hostlers drew benefits—three times the number of the engineers and 
conductors per hundred. There you see seniority directly at work. 
But less than one-ninth as many conductors and engineers per hun- 
dred, and less than one-third as many firemen, brakemen, switchmen, 
and hostlers per hundred were laid off than were the extra gang and 
other way and structure laborers per hundred. There you see the 
difference unemployment-benefit-wise between long-service permanent 
employees and a large class typified by casual and intermittent attach- 
ment to the industry, who actually draw the bulk of the unemploy- 
ment benefits. 

Unemployment among - skilled ways and structures and shop- 
men ran between 4 and 5 » per 100. The total of both groups who 
lrew benefits was 10,700. But over 74,300, seven times as many, 
extra gang, other way and structures laborers, and station and plat- 
form laborers drew benefits. These are the persons who drift between 
railroad and other employment. 

Again the effect on average benefit is easy to see. When you pay 
one skilled railroad man a $25 benefit, and pay 7 laborers $14.50 
for the same length of time, you have an average hos the group of 
$15.75 per week. If, as is quite typical, the maintenance laborers 
are unemployed longer than the others, average benefit is still further 


depressed. 


WHY THE RAILROAD UNEMPLOYMENT INSURANCE ACT PROVISIONS 
THEMSELVES TEND TO PRODUCE LOW “AVERAGE WEEKLY BENEFIT” 
AMOUNTS. 


Not only does the seniority system and the characteristics of some 
classifications of railroad employees, such as the extra-gang laborers, 
depress the average weekly benefit under the railroad system, but the 
very liberality of the system in its treatment of persons with low 
base year earnings operates to reduce the average weekly benefit. 

The minimum of $150 in base year earnings qualifies persons for 
26 weeks of benefits at $8.75 per week, and $200 qualifies them for 
$10 a week for 26 weeks; $475 qualifies them for $12.50 per week 
for 26 weeks. Such easy qualification requirement results in the 
payment of benefits to a tremendous number of persons who would 
not receive any benefits at all under some State systems and who 
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under other State systems would receive benefits for only a small 
fraction of the total which they receive under the railroad system. 

State systems usually limit a person with small wages in his base 
period to a relatively small number of benefits. Thus, the lower 
levels of weekly benefits have a much less depressing effect on the 
average weekly benefit under the State system than under the rail- 
road system. 

A system which qualifies large numbers of persons with low base- 
year earnings for 26 weeks of benefits as does the railroad system 
would generally be considered more liberal than one which had the 
same benefit schedule for those with substantial base-year earnings 
but provided no benefits for persons with small base-year earnings. 
However, the mere fact of screening out the low-wage group would 
give the less generous system the higher average benefit. 

Thus, an attack on the low average weekly “benefits paid by rail- 
road unemployment insurance is an attack on the unusually liberal 
conditions under which a man may qualify for benefits thereunder 
and the unusually long period for which the lower benefits are payable. 

The truth of the matter, of course, is that there is no single yard- 
stick by which to gauge the ralative liberality of systems that differ 
so widely, feature by feature, as do the railroad system and many 
of the State systems. The comparisons must be made feature by 
feature as I have sought to make them. 


SUMMARY OF SITUATION 


I shall conclude my statement with a brief summary of what | 
think the showing which I have made conclusively establishes. 

Increases in benefits under the railroad system of unemployment 
insurance since it was originally established in 1938 have far out- 
stripped the increase in the cost of living which has occurred since 
that date and have more than kept pace with the increases in railroad 
Ww age during the same period. 

With respect to the measure and duration of unemployment 
bdaalies for the lower-paid workers, who constitute the great majority 
of those who normally draw benefits thereunder, the railroad system 
far surpasses all or any of the State systems in liberality. 

The railroad system is far more liberal than any of the State 
systems both with respect to the conditions under which persons are 
qualified for unemployment benefits and with respect to conditions 
under which they are disqualified from receiving such benefits. 

4. With respect to maximum benefits for unemployment alone, 
the railroad system is more liberal than the average of the State 
systems, but somewhat less liberal than some of the State systems. 
Even with respect to unemployment benefits alone, however, it is 
not equaled in liberality by any of the State systems when considera- 
tion is given not only to the maximum benefits, but also to the 
minimum and intermediate benefits. 

When consideration is given not only to its benefits for unem- 
ployment, but also to those which it provides for sickness, all with- 
out any cost to the employees, the railroad system far surpasses any 
of the State systems in over-all liberality. 
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From the beginning, the representatives of railway labor have 
disclaimed any thought on their part that railroad employees are 
entitled to special and preferred treatment in the matter of unem- 
ployment insurance, and certainly there is no valid basis for according 
them such treatment. 

The effect of what is proposed in the pending bill would be to 
place the railroad system so far ahead of any other existing unem- 
ployment insurance system in the liberality of its benefits that there 
would be no reasonable comparison between them. It would not 
only surpass all other systems in its over-all liberality, as it does now, 
but would far surpass them in the liberality of its every feature, as 
it admittedly does not do now and as it admittedly was not originally 
intended to do. 

Furthermore, as Dr. Parmelee will show, the financial condition of 
the railroad is far less favorable than that of industry in general, an 
added reason why the railroads should not be saddled with the addi- 
tional costs required to provide still more highly preferential unem- 
ployment and sickness benefits to their employees as compared with 
the benefits received by the employees in other industries. 

The railroads appreciate the tremendous added responsibility 
which unemployment insurance has thrust upon the Congress since 
1935. Federal legislation in this field embraces not only the railroad 
system and the District of Columbia system, but directly and indi- 
rectly affects every State system. ‘The Congress has pending before 
it legislation, in the form of the Federal Standards bill and the Moody- 
Dingell bill, which would increase benefits under all systems every- 
where. Its action on any of this pending legislation, including the 
measure now before this committee, will be of far-reaching effect. 
Certainly, it should not take favorable action thereon pending the 
disposition of these other measures to which I have referred. 

Thus, the fact that the bill under consideration appears to be a 
short and simple one, does not mean that it permits of quick decision 
and hasty action. It affects not merely railroads and railroad em- 
ployees, but lays a precedent for all congressional action in the field. 

Accordingly, the test of the pending proposal is not whether the 
railroad employees want it, or whether the railroads do not want it, 
but rather is whether it is.a sound measure which would establish rea- 
sonable benefit standards if applied to all systems everywhere. 

The railroads feel that in appearing today they appear not only on 
their own behalf, but also on behalf of railroad users. We know that 
this committee feels even wider responsibility, for it must consider 
social legislation not only from the viewpoint of its effect on one group, 
but also its effect on all people and on our whole economy. 

That concludes my statement, Mr. Chairman. 

I might state for the record, Mr. Chairman, while I was testifying 
yesterday in your absence, Senator Lehman asked if I would furnish 
for the record certain information, and I have prepared here two sheets 
that contain the information which he requested, taken directly ver- 
batim from certain pages or tables indicated there that are contained 
in the latest annual report of the Railroad Retirement Board. 

The CuarrMan. You may give them to the reporter, and they will 
be carried in the record at this point. 
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Mr. Sousy. I do not know how to designate those, but there are 
two sheets. The longer one comes first and the second one supple- 
ments that. 

The CuarrmMan. They will be carried in the record at this point. 

(The tables are as follows:) 

The total of all contributions to both the Insurance Account and the Adminis- 


tration Fund follows. (These figures are the same as appear under column 3 of 
table 7, introduced by Mr. Lester P. Schoene.) 


TaBLE A-2.—Contributions under the Railroad Unemployment Insurance Act, 
by fiscal years 1939-51 
Unem ploy ment 


contributions | 

Cumulative through June 1951__________-~ ean; $1, 014, 647, 460 

Total through June 1938 

Fiseal year: 
1938-39. cUxeS tt . 
1939—40 Bie ‘ 19, 176, 958 
1940-41 op 68, 183, 144 
1941-42 ; 84, 605, 654 
1942-43 ‘ : 102, 670, 310 
1943-44 es 121, 442, 476 
1944—45 se 131, 936, 031 
1945-46 E . 129, 058, 585 
1946-47 ] 141, 770, 293 
1947-48 145, 124, 18] 
1948-49 ie > 8&7, 010 
1949-50 _ _- ’ j 16, 180, 861 
1950-51 . E 24, 411, 957 


! Includes portions deposited in unemployment insurance administration fund as well as in unemploy- 
ment insurance account 
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The CuarrMan. Mr. Parmelee will be the next witness. You may 
proceed, Mr. Parmelee. 


STATEMENT OF J. H. PARMELEE, VICE PRESIDENT, ASSOCIATION 
OF AMERICAN RAILROADS 


Mr. Parmeter. Mr. Chairman and members of the committee, 
my statement will be a short one, and I shall refer in the course of it 
to one or two matters which came up yesterday. Those will be inter- 
polations in my prepared statement. 

My name is J. H. Parmelee, a vice president of the Association of 
American Railroads, with headquarters at Washington, D.C. I am 
also director of the Bureau of Railway Economics, a department of 
that association, which is continuously engaged in compiling statistics 
of railroad operations and analyzing their significance. 

Mr. Fort and Mr. Souby have already submitted comprehensive 
statements, in which a number of reasons for our opposition to the pro- 
posed amendments to the Railroad Unemployment Insurance Act 
have been developed. I shall direct your attention to recent and 
prospective financial trends in the railroad industry, which clearly 
support the belief that no additional burdens should be laid on that 
industry, in view of its importance to national defense and to com- 
merce, and in the light of its present prospects. 

You will agree, I am sure, that any addition to the cost of railroad 
operations is eventually borne by those who use railroad service. 
Railroads have no source of income except the freight rates and 
passenger fares which they are authorized to charge rail shippers and 
travelers, who constitute the great mass of your constituents. To 
keep railroad operating costs at the lowest possible levels is, therefore, 
of benefit to the general public as well as to the railroads themselves. 

With these introductory remarks, I shall very briefly consider 
certain past, present, and prospective developments i in the traffic and 
earnings of railroads of class I in the United States. 

Essential as the railroads are to agriculture, industry, and com- 
merce, vital as they are to the defense and the daily life of the Nation, 
they are encountering financial difficulties. In fact, railroad net 
earnings during the postwar period have been less than those earned 
during the late 1920’s, notwithstanding the fact that the volume of 
business handled since the war has been 40 percent greater than dur- 
ing the late 1920’s. 

A general review of the inadequacy of railroad earnings over a 
considerable period in the past is shown by table I of an exhibit of 
seven statistical tables, which I submit for the record. 

The CHarrMan. The table will be carried in the record at this 
point. 

(The table is as follows:) 
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TaBLe I.—Operating revenues, net railway operating income, and net income, 
ratlways of class I in the United States, 1921-60 


‘ . | 
| Net railw ay operating 
income | 

Total Pa nannies) Gk Saeene 
operating | (after 
revenues | | Rate sm | charges) 

Amount | ¢ } 
| | invest- 
| | ment! | 


(1) (2) pt ge PO oe 


Perce 


} i ! 
DAR, TOBE, « «ie vecunidckcedgcid oni | $5, 881, 855, 432 | $ 883, 598, 735 | 


Average, 1926-30_-_-- cb ape ae 7 | 6, 038, 338,548 | 1, 114, 903, 254 
Average, 1931-85......-.........-...-----.-.---| 3, 426,800,707 | 457, 738, 504 
Average, 1936—40. __ _- i -.--.---..| 4, 015,179,679 | 580, 277, 475 | 


737, 898, 336 
23, 930, 539 
84, 249. 878 


BORE x. nnn eno cccncsckignn cons hnebsiaaneaeaen are | 998, 255, 786 ‘ 499, 765, 137 
1942 : ‘ -----.-----| 7, 465,822,849 | 1, 484. 519, 206 | 901, 712, 555 
1943 Ji dub siine a bphekgenelabecas oss---| BOS 724, 384 | 1, 359, 768, 421 | v 873, 478, 025 
1944 . . oath sabe asin al 9, 436, 789, 811 1, 106. 327, 148 ‘ 667, 188, 402 
1945 Sebobowhhsuddebescese | 8, 902, 248. 339 | 852, 147, 005 | 3. 450, 433, 645 


| $499, 485, 844 
| 


Average, ies akat 8, 041, 257,076 | 1, 160, 203, 531 31 | . 678, 515, 553 


ea oa dai dct 7, 627, 650,517 | 620, 120, 069 2. 287, 138, 553 
1947 Bib mdeedtgeeenintts | 8,684,918, 252 | 780,694,270 | 3. 478, 874, 571 
Silo <nktuek-~egakceniomeiantien 9, 671, 721, 893 | 1,002, 010, 549 | i 698, 056, 643 
1949. - aes 8, 580, 142.406 | 686, 487, 380 | 86 | 438, 157, 662 
MBO 6 5 5 5c es sek gees ctstiscls ch SOIT 2, , 705, 834 | .2%3 | 783, 572, 488 





A veiage, 1946-50. .....-...-- ---| 8, 807, 505, 243 | 825, 803, 620 | .f 537, 159, 983 


1 After accrued depreciation and amortizatior. 
2 Deficit. 


Source: Reports of Interstate Commerce Commission. 


Mr. Parmeter. The table shows, for 5-year periods from 1921 to 
1940, and for each year from 1941 to 1950, total operating revenues, 
sometimes termed “gross revenues’; net railway operating income, 
which is what is left of gross revenues after payment of operating 
expenses, taxes, and operating rents, but before interest and other 
charges; rate of return on net investment, which is the percentage 
ratio of net railway operating income to net investment; and net 
income. Net income is after interest and other fixed and contingent 
charges, and is what is available for improvements, sinking-fund 
charges, and debt reduction, and dividends. 

I should perhaps add that the figures shown in the various columns 
against the periods, that is, the 5-year periods shown in the first four 
lines of the table are of course annual averages. They are annual 
averages for each of those 5-year periods. 

Over the entire 30-year period, 1921-50, the railroads earned 
return on net investment averaging as much as 6 percent in only 1 
year, and that was the war year 1942. 

Column 3 of table 1 shows an average rate of return of 4.20 percent 
for the years 1921-25, and 4.76 percent for the 1926-30 period. Very 
low returns were earned from 1931 to 1940. Even in the war period, 
1941-45, there was only moderate improvement over the 1920’s the 
return averaging slightly below 5 percent. That average dropped 
sharply in the postwar 1946-50, to only 3.51 percent per year. It 
increased to 4.23 percent in 1950 but (as I will show in a moment) 
again declined to 3.70 percent for 1951, and seems likely to decline 
again in 1952, unless the railroads obtain certain freight-rate increases 
they are now seeking. 
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Table Il shows the volume of railroad traffic handled during the 
years 1921—50, expressed in terms of the number of tons carried 1 mile 
and the number of passengers carried 1 mile. 

The Cuarrman. That will be carried in the record at this point. 

(The table is as follows:) 


TaB Le II.—Railroad freight and passenger traffic, railways of Class I in the 
United States, 1921-50 




















Revenue | Revenue pas- 
Tear ton-miles senger-miles 
(1) (2) 

RRMA 8) ee 2 dg Oe ot SA __.| 872,216, 471,000 | 36, 556, 050, 000 
Average, 1926-30...........-...... eT] 427! 233; 987,000 | 31, 723, 506, 000 
Average, 1931-35...._. aD we" | aes, 634! 502, 000 | 18,342 971, 000 
Average, 1936-40 SE Ae cha a dn ea Se ae 339, 328, 415,000 | 23, 023, 767, 000 
TSS CREO ee ree Iba bees ois See en _.....) 475, 072, 001,000 | 29, 350, 229, 000 
hayes Be eR, ee ee a --| 637, 983, 503,000 | 53, 658, 615, 000 
1943. TBI ra -_.___| 727,075, 495,000 | 87, 819, 503, 000 
1944. __- ’ a as as osesee esse. e..| 737, 246, 444, 000 | 95, 549, 090, 000 
SIGE RE RARER eas Seed ~~” | 681; 000, 757,000 | 91, 717, 226, 000 
Average, 1941-45... Loeeececeeeceececeeee-e-----| 651, 675, 640,000 | 71, 618, 933, 000 
1946........ ss sect pin ek ee ah 501, 982, 472, 000 | 64, 673, 453, 000 
1947........ Fa unk a hoa Saas x 654, 728, 304,000 | 45, 920, 576, 000 
 aipharnl Te a eee EN ea eS 637, 916, 742,000 | 41, 179, 040, 000 
MnGS......<... Bees. aiigtitat dived ectscour sot 526, 500, 360,000 | 35,094, 501, 000 
RE eo es ee ee een __...| 588, 577, 756,000 | 31, 760, 001, 000 
Ne ee ee 590, 941, 127, 000 | 43, 725, 514, 000 


Source: Reports of Interstate Commerce Commission. 


Dr. Parmeves. Although the postwar volume of railroad freight 
traffic has run materially below the record-breaking high levels at- 
tained during the war, it has been much greater than the volume of 
previous peacetime years. The postwar freight volume of 1946-50 
averaged just short of 600 billion ton-miles per year. The best pre- 
vious peacetime record was that of the 1926-30 period, when ton-miles 
averaged 427 billion per year. 

Passenger-traffic volumes have also been relatively heavy since the 
war. Revenue passenger-miles handled during the postwar vears 
1946-50 averaged 43.7 billion per year, compared with an annual 
average of 31.7 billion in the 5-year period 1926-30. 

A high level of business would normally be expected to produce a 
higher rate of return than a lower level. That has not been the case 
for the railroads; on the contrary, the higher current levels are pro- 
ducing almost steadily declining rates of return. 

A low level of railroad net earnings in times of economic depression, 
such as we had in the years 1931 to 1940, is understandable. How- 
ever, it is cause for apprehension, when business ac tivity is at a high 
level and the country is enjoying a period of economic activity and 
prosperity, that the current rate of return on railroad investment is 
so low. 

[ shall in a moment produce some figures for 1951 and the prospects 
for 1952 which bear out that last statement. 

Table III of my exhibit compares the traffic and earnings level of 
1951 with that of 1950. 

The Cuarrman. Table III will be carried in the record at this point. 

(The table is as follows:) 
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TABLE III.—Traffic and income account, ratlways of class I in the Untted States, 
years 1951 and 1950 


| Percent 

| increase, 

| 1951 over 
Item | | 1950 


(1) ’ | (3) 


Revenue ton-miles ..| 646, 600, 000, 000 , 577, 756, 000 
Revenue passenger-miles 34, 619, 000, 000 31 , 000, 000 


Total operating revenues $10, 390, 672, 580 | $9, 473, 093, 128 
Freight 8, 634, 162, 673 7, , 263, 140 
Passenger 900, 310, 421 | 3, 417, 330 
Mail 330, 804, 074 , 046, 203 
Express 82, , 926 81, 464, 546 
All other 443, 273, 486 , 901, 909 


Total operating expenses 8, 041, 223, 177 ; , 242, 353 
Total taxes , 203, 238, 466 2 , 615, 254 | 


Payroll 286, , 671 467, 704 
Federal income 566, 880, 536 , 185, 627 
Other ; 350, 224, 259 330, 961, 923 


Equipment and joint-facility rents (deb 203, 514, 678 , 613, 981 | 
Net railway operating income 942, 696, 259 : , 621, 540 | 
Net income 693, 000, 000 , 572, 488 


Rate on net investment_- 3. 70 


4. 23 
Operating ratio___- reen 77. 39 74. 52 | 


i Decrease. 


Source: Reports of Interstate Commerce Commission. 


Mr. Pakmecer. Freight traffic for 1951 was 9.9 percent greater 
than for 1950, and passenger traffic was greater by 9 percent, 

1 would like to stop for a minute, Mr. Chairman, and call attention 
to the fact that the average railroad ton-mileage for 1941-45 was 650 
billion, shown in table I1, column 1, and was almost exactly twice as 
great as the ton-mileage in 1939, which amounted to 333 billion, that 
being the year when the war broke out in Europe. So that we are 
now currently on a level, freight-traffic-wise, just about twice as 
high as we were just before the Second World War began. 

Total operating revenues for 1951 amounted to $10.4 billion, the 
largest annual gross revenues in railroad history. However, oper- 
ating expenses also reached an all-time high in 1951, showing an 
increase of 13.9 percent in 1951, over 1950, compared with an increase 
of 9.7 percent in gross revenue. 

The CHArrMAN. You are referring to the operating revenue of all 
of the railroads of the country? 

Mr. ParMe.er. This is all the railroads of class I, Mr. Chairman. 

The CuarrmMan. There are a great many other railroads that are 
not included ‘in this. 

Mr. Parmever. There are a great many other railroads in terms 
of number of railroads, but their mileage is only about 5 percent of 
the total railroad mileage of the country, and their revenues are only 
about 3 percent of the total revenues of all railroads. So that the 
figures for class I represent by far the bulk of the railroad mileage 
and the railroad earnings. 

The Cuarrman. What are the earnings of these other railroads? 

Mr. Parmever. Generally speaking, they run rather low; a good 
many of those small railroads are in financial difficulties all the time. 
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There are exceptions, of course. Generally speaking, their rates of 
return run lower on the average than those of class I. 

The result was that, after paying operating expenses and taxes, 
net railway operating income showed a decrease, from 1950 to 1951, 
of $97 million, or 9.3 percent, and the rate of yeturn dropped from 
4.23 percent to 3.70 percent. 

Railroad traffic for 1952 will apparently be at about the same 
level as in 1951. We have now some preliminary figures for January 
and February 1952, which throw some light on that situation. The 
carloadings for the first 8 weeks of this year, practically through the 
month of February, were nine-tenths of 1 percent greater than for 
the same weeks in 1951. In other words, so far, they have been 
running just about even with last vear. 

The earnings for the month of January, which are now not quite 
complete, but are coming in very rapidly, show a decrease in the net 
railway operating income compared with January 1951 of about 16 
percent. 

I might add that the index of production that is published each 
month by the Federal Reserve Board—that is, production in all 
branches of the economy except agriculture—showed a decrease of 
about 1 percent in January as against January last year. So that so 
far, both in the fields of production and in the field of railway opera- 
tion, we are slightly less than holding our own against the same period 
ast year. 

Because of certain increases in freight and passenger rates authorized 
by the Interstate Commerce Commission, total operating revenues 
are expected to be greater in 1952 than they were in 1951 by some 
$250 million. Largely because of wage increases, total operating 
expenses will increase by a somewhat greater amount thar revenues. 
The result will be another decrease in net railway operating income, 
and in net income after charges, and a further decline in the rate of 
return, from 3.70 percent in 1951 to 3.53 percent in 1952 

I want to make it clear, of course, Mr. Chairman, that these esti- 
mates for the year 1952 are only estimates. Naturally, no one can 
foresee with precision exactly what the trend of production and the 
trend of operation will be for the remaining 10 months of the year, 
but they are the best prospective figures that the railroads have been 
able to work out as of the present moment. 

The railroads have before the Commission an application for another 
increase in general freight rates which, if authorized, would raise 
present levels by about 7 percent. This application has been heard, 
and the Commission is now considering the matter. 

The final argument in that case was held F riday of last week. Even 
if the whole of the increase should be authorized, and if it could be 
made fully effective within the next 60 days, it would raise the rate of 
return for 1952 to only about 4% percent, which is what was earned 
in 1950. 

At that point, I would like to refer to a statement, Mr. Chairman, 
made by Mr. George Harrison when he was before you on Tuesday, 
when he said that when the Commission in 1947 made a decision 
authorizing an increase in freight rates they took into account the rate 
of tax for unemployment purposes at 3 percent, which was then 
the rate in effect. Mr. Fort referred to this matter when he appeared 
before you yesterday, but I would like to add this to what he said, 
so as to make it crystal clear that when the Commission in 1948, and 
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again in 1949, and again in 1951, considered operating costs in con- 
nection with the freight-rate-increase application, they took into 
account the rate of tax for unemployment purposes at the present 
rate, one-half of 1 percent. So that all the adjustments in freight 
rates that have been made since 1947 have been made on the basis of 
the present or lower rate of tax, and not on the 3 percent referred 
to by Mr. Harrison. Had he carried his story beyond 1947, he would 
have made a different statement to the committee, I am quite sure. 

The remaining tables in my exhibit relate to certain aspects of 
railroad earnings and costs which throw light on the inability of the 
railroads, in a time of almost record-breaking traffic, to earn an 
adequate rate of return. 

The CuarrmMan. These earnings are, after all, payments of interest on 
bonds and mortgages, and so forth. 

Mr. Parmeter. The rate of return to which I have referred, Mr. 
Chairman, is worked out on the basis of net railway operating income, 
which is before interest and other fixed charges, but is after operating 
expenses, taxes, and so-called operating rentals, which are the rentals 
paid on the use of locomotives, freight cars, and so forth. 

The Cuatrman. These rentals are paid on locomotives, cars, and 
so forth? 

Mr. PARMELEE. Yes, sir. 

The CuarrMan. What does that amount to? Is that a very 
extensive item? 

Mr. Parmeter. Those payments are made from one railroad to 
another. They are intraindustry payments. 

The CHAtRMAN. It is not necessary for you to go into detail. 

Mr. Parmeter. Not the total amount of rental charges and 
credits, but the net amount 

The Cuatrman. There was a time some years ago when the rail- 
roads used to organize separate corporations which would carry on a 
lot of their activities, such as repair work and so forth, in which these 
holders of stock in those corporations would make very considerable 
profit. ‘That has all been ended; has it? 

Mr. Parme eer. I think there is very little of that at the present 
time, Mr. Chairman. There may be some in connection with con- 
struction work, maintenance of way. But I think that there is very 
little, if any, of that in connection with maintenance of equipment. 

The Cuatrman. That was considered at that time as a dishonest 
practice and resulted in making huge profits for those who were in the 
inside, who held stock in those corporations that were created for 
that purpose. 

Mr. Parmeer. I believe it can be said, Mr. Chairman, that there 
is very little, if any, of that at the present time, whatever may have 
been the facts in the past. 

The Cuarrman. Has there been any study of the operation of the 
railroads in recent years by Congress or by the Government? 

Mr. Parmeer. Of that particular matter? 

The CuatrmMan. Of all matters with reference to the efficiency of 
their operations, the honesty of their operations, the accuracy of their 
returns. 

Mr. Parmeter. The Interstate Commerce Commission, of course, 
is the arm of Congress for the purpose of watching all those matters 
in the railroad industry. As you know, the Commission is required 
to consider in connection with any rate matters the honesty, the 
efficiency, and the economy of railroad operations. I think you can 
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be sure that the Commission is watching that situation rather care- 
fully. 

Now, on the question of efficiency, I have in my hand a statement 
put out by the Bureau of Transport Economics and Statistics of the 
Interstate Commerce Commission, dated January 11, 1952. It is 
contained in a monthly bulletin they put out entitled “Monthly 
Comment on Transportation Statistics,” from which I would like to 
read just three or four sentences. It is headed ‘Indicators of Operat- 
ing Efficiency in Railway Freight Service.” |Reading:] 

Selected freight-train service operating averages of class I steam railways, 
based on data for the first 10 months of 1951, 1950, 1944 (which I might inter- 
polate was the biggest traffic year we had during the war), 1939 and 1929, are 
shown in the table below. Four important indicators of freight-car utilization, 
car-miles per freight-car-day, net ton-miles per freight-car-day, net ton-miles per 
loaded-car-mile (that is the average load per car), and percent loaded of freight- 
car miles were more favorable in the 1951 period than in 1950. Significant op- 
erating averages reflecting freight-train performance, such as cars per train, net 
tons and gross tons per train, gross ton-miles per train-hour, were all higher in 
the 1951 period than in 1950, as well as higher than those in 1944, the year of 
peak World’ War II traffic. Average freight-train speed was about the same in 
i951 period as in 1950. 

L would like to add right at that point that we now have the com- 
plete figures for the year 1951, and they show that the average freight- 
train speed for the year 1951 was the highest on record. 

Then, continuing my quotation from the comment 

The Cuarrman. That is not necessary. 

Mr. Parmeter. May I add just one more sentence, which is the 
important sentence in this thing? 

The CuarrMan. All right. 

Mr. PARMELER (reading): 

All of the above-mentioned efficiency indicators reflect a marked improvement 
in operating performance in 1951 over those of the same periods in 1929 and 
1939. 

The CHarrMaNn. There was certainly a great need for improve- 
ment because | remember that almost every year the members of the 
Congress and Senate have been pressed for assistance in getting 
fre ight cars for the farmers of the country. Every year we had that 
difficulty. The railroads did not seem to know where these cars were 
and never could get them to the place where they were needed, and 
as a result the farmers were dumping their wheat on the ground and 
a lot of it was being lost. 

I remember having hearings up here with representatives of your 
organization and representatives of other groups at which they were 
complaining about that inefficiency. Of course, I can see where 
there is a great need for improvement, certainly along those lines, 
pertaining to the freight cars. I hope that they have made improve- 
ments so that we will not be under pressure in the coming years. 

Mr. Parmeter. You are entirely right about the freight-car situa- 
tion, and I think a short statement on that will be worth while. 

In July 1950, immediately following the outbreak in Korea, the 
railroads had a meeting in Chicago sponsored by the association with 
which I am connected, and at that time they voted unanimously to 
increase their freight-car supply from about 1,725,000, where it then 
stood, to 1.850.000. That would be a net increase of 125.000 ears. 
They have been working steadily on that program ever since. 

The CuarrMan. I am glad to hear that, because it relieves me from 
some worries in the future. I hope they will get it in such perfect 
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shape that the farmers will be able to get these cars when they need 
them. 

Mr. Parmeter. Unfortunately, because of the governmental re- 
strictions on materials that program has not been going forward as 
rapidly as we would like. We have actually added about 30,000 cars. 

The CuHarrMan. In the years past there were no restrictions, and 
they could have gotten these cars, and they failed to get them. I 
remember some testimony to that effect, their negligence and careless- 
ness in not supplying the cars that should have been supplied for the 
demand that was being made. 

Mr. Parmeter. Whatever may have been the facts in the past, 
Mr. Chairman, I think I can assure you that the railroads today are 
very alive and alert to their responsibility both to the commerce and 
to the defense of the United States. 

The CuarrMan. Thank you very much. 

Mr. Parmeter. They have over 100,000 cars on order and as 
rapidly as the materials can be released under the necessary authoriza- 
tions of the Government agencies, they will be put into service. 

The CHarrmMan. Very well. You may proceed with your testimony. 

Mr. Parmeter. Table IV shows the ratio of net railway operating 
income, after expenses and taxes, to total operating revenues. In 
other words, it shows how many cents are left from each dollar of 
revenue, with which to meet interest and other charges, to make 
needed improvements, to pay dividends, and to build up reserves 
against the future. This ratio is sometimes called the margin of 
profit, and is closely watched in financial circles as a significant 
yardstick of railroad net earnings. 

The CHarrman. That table will be carried in the record at this 





point. 
“rT : » . 
(The table is as follows: 
TABLE IV. Ratio of net earninas to total ope rating revenues, railways of class I in 
the United States, 1921-51 
Net railway operating 
Total oper- income 
iting rev- - . — 
Year enues . as 
Amount |‘ oo 
ar of gross 
1) (2) (3) 
Viillions Millions 
A ve 1921-25 $5, 882 $884 15.0 
ave 1926-30 6, 038 1,115 18.5 
Ave 1931-35 3, 427 458 13.4 
Ave 1936—0 4,015 580 14.5 
Aver 1941-4 &, 041 1, 160 14.4 
194] 5, 347 QYR 18.7 
42 , 466 1, 485 19.9 
1943 », O55 1, 360 15.0 
1944 ), 437 1,106 11.7 
1945 &, 902 R52 9.6 
Aver 46 § SOS R26 9.4 
1946 628 620 8.1 
1047 8, G85 78l 9.0 
1948 1,472 1, 002 10.4 
1949 8, 580 686 8.0 
1950 9, 473 1,040 11.0 
951. 10, 390 942 9.1 


Source: Reports of Interstate Commerce Commission. 
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Mr. Parmever. The ratio is shown in column 3 of table IV. From 
1921 to 1945, it ranged between 13.4 cents per dollar of revenue and 
18.5 cents per dollar. During the first 5 years since the war, 1946 to 
1950, the average declined to 9.4 cents per dollar of revenue, and in 
1951 was only 9.1 cents per dollar. In 1952, unless relief is obtained 
in the form of the freight rate increase I have referred to, the ratio 
will be no greater than 8.7 cents per dollar of revenue. This is much 
too small a margin to operate under, and would be sharply cut, in 
case of even a small decline in traffic volume. 

Table V shows the average number of railroad employees for each 
year from 1939 to 1951, the total railroad payroll, and the average 
straight time wage rate of railroad emplovees per hour. 

The Cuarrman. That table will be carried in the record at this points 

(The table is as follows:) 


TasLe V.—Employees anil compensation, railways of class I in the United States, 
1939-52 


Index of 








A verage a , Average 
number of oe straight-time eo 
rey ssemenldaiie: yensation . ae 1ourly rate 
Year employees hourly rate (1939 100) 
(1 (2 3 (4 
Cents 
1939 987,943 | $1, 863, 502, 823 74.0 100. 0 
1940 1, 026, 956 1, 964, 489, 706 74.2 00. 3 
1941 1, 139, 753 2, 212, 728 76.9 103. 9 
1942 1, 271,077 2, 932, 225, 220 83.5 112.8 
1943 1,355, 114 3 , 926, 422 89.3 | 120. 7 
1944 1, 413, 672 8, 853, 344, 681 93.0 125. 7 
1945 1, 420, 266 3, 859, 905. GSO 93.3 126.1 
1946 1, 358, 838 4,170, 163, 790 111.7 | 150.9 
1947 1, 351, 961 4, 350, 229, 295 117.5 | 158.8 
1948 1,326,906 | 4, 768, 827, 602 131.3 | 177.4 
1949 1, 191, 444 4, 419, 433, 316 144.1 | 194. 7 
1950 3 784 4, 593, 688, 127 156.9 | 212.0 
1951 1, 275, 8: 5, 219, 357, 855 172.0 232. 4 
1952 (January) > 181.0 244. 6 
. i 


1 Includes pattern settlement for engineers, firemen and hostlers, and conductors 


Mr. Parmeter. As of January 1952, the average wage rate was 
9 cents greater than the 1951 average, rising from $1.72 per hour to 
$1.81 per hour. 

I might sav that my last figure of $1.81 checks very closely with what 
Mr. George Harrison reported to vou the other day. He stated the 
average in November 1951 was an average of $1.77 per hour. On 
January 1, 1952, as vou doubtless know, there was an increase of 4 
cents per hour under the so-called escalation clauses. Four cents 
added to $1.77 makes, of course, exactly $1.81, which is the figure I 
am laying before you. 

Table VI shows the ratio of railroad wages and payroll taxes to total 
operating revenues. Except for the war period, when traffic levels 
and revenue totals rose rapidly, the ratio has always exceeded 40 
percent, and during the postwar period 1946 to 1950 reached the high 
level of 48.2 percent. 

That is shown at the bottom of page 3 of table VI. 

The CuarrMan. That table will be carried in the record at this point. 

(The table is as follows:) 








106 RAILROAD UNEMPLOYMENT INSURANCE ACT 


Taste VI.—Ratio of wages and payroll taxes to operating revenues, railways of 
class I in the United States, 1921-50 


! 
Payroll taxes paid by 
railroads 


Total wages ! 
a } 
lotal operat- 
ing revenues 











Yea Ratio to | Ratio to 
Amount total | Amount | total 
| revenues | revenues 
| | 
a (2) (3) | (4) | (5) 

Percent | | Percent 
Average $5, 881, 855, 432 | $2, 622, 774, 091 44.6 
Average 1926-30 6, 038, 338, 548 2, 615, 771, 033 43.3 
Average 1931-35 3, 426, 800, 707 1, 546, 929, 958 45, 1 
Average 1936-40 4,015, 179,679 | 1, 776. 316, 191 44.2 | $90, 261, 269 2.2 
1941 5, 346, 699,997 | 2, 198, 114,041 41.1] 138, 127, 568 2.6 
1942 | 7, 465,822,849 | 2, 767,013, 031 37.1 171, 012, 354 | 2.3 
1943 | 9, 054, 724, 384 3, 345, 232, 194 36.9 211, 607, 881 23 
1944 | 9, 436, 789, S11 3, 650, 581, 589 38.7 | 230, 949, 913 2.4 
1945 &, 902, 248,339 | 3, 687, 891, 805 41.4 230, 525, 708 2.6 

Average 1941-45 8, 041, 257, 076 3, 129, 766, 532 38.9 106, 444, 685 2.4 
1946 7, 627, 650, 517 3, 975, 752, 242 52. 1 254, 361, 640 3.3 
1947 8, 684, 918,252 | 4, 43 47.7 | 353, 429, 906 4.1 
1948 9, 671, 721,893 | 4,3 46.9 264, 971, 956 2.7 
19.0 8, 580, 142, 406 4, 48.9 253, 168, 969 3.0 
1950 39, 473, 093, 146 4.3 16.2 262, 297, 618 2.8 
Average 1946-50 cake 8, 807, 505, 243 4, 244, 804, 267 48. 2 277, 646, 018 3.2 


1 Payroll chargeable to operating expenses. 
2 Inch — retroactive back pay. 
3 Includes back mail pay applicable to prior years of $107,043,769. 


Source: Reports of the Interstate Commerce Commission. 


Mr. ParMe.er. That is, 48 cents of each dollar of rail revenue is 
absorbed by wages and an additional 3.2 cents by payroll taxes. 
The significance of this feature of railroad costs lies in the impact of 
any change in payroll tax rates on railroad treasuries. 

The National City Bank of New York has since 1936 calculated 
and published each year the ratio of net income to net assets of the 
railroads, large manufacturing corporations, and corporations in a 
number of nonmanufacturing industries, such as mining, trade, and 
finance. These calculations appear on table VII, for each year from 
1936 to 1950. The year 1936 was the first year in which the National 
City Bank published all these figures on a comparable basis. 

These ratios are not the same as the rate of return on net invest- 
ment which I have described earlier. 

The Cuarrman. The table will be inserted in the record at this 
point. 

(The table is as follows:) 
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Pan_te VII.—Ratio net income to net assets of leading corporations (as published 
regularly by National City Bank), 1936-50 


Public | 
i sa ee utilities ii 
Class I Manufae- Mining and Prade (electric, Service ; 
: | railroads | ‘uring cor- quarrying (retail and cans a, and con- | Financ 
Year porations ~~ 2 * | wholesale) ' hone, and} Struction 
telegraph) | | 
(1) (2) (3) (4) (5) (6) | (7) 
136 1,2 10.4 7.7 12, 5 6.2 7.0 12.6 
1937 7 10.8 10, 1 10.3 6.3 8.5 } 3.8 
1938 —1,0 4.8 | 4.6 | 8.4 5.8 4.4 | 7.0 
1939 ; “+ 8.5 6.3 11.3 6.9 6.3 7.9 
1940 1.5 10.3 5. 10.5 a 7.8 | 7.9 
1941 4.7 2.4 7.8 11.3 6.7 8.8 7.9 
i942 8.4 10.1 7.4 9.9 6.2 11.1 | 6.9 
1943 7.8 9.9 7.2 10. 1 6.6 12.5 8.0 
944 5.7 9.8 8.0 10. 4 6. € 11.3 7.7 
1945 3.6 9.3 ae 10.9 6.7 11.8 7.6 
1946 2.3 12.1 9.4 21.9 8.2 19. 4 6.4 
1947 3.8 17.1 16. 0 18.4 8.0 14, 2 | 6.7 
1948 5.3 18, 2 20.5 18,2 8.6 10.1 8.1 
1949 ; 3. 2 13.9 12.0 13. 4 8.8 9.9 | 9.1 
1950 5. 6 17.1 15.0 14.8 9.8 10. 5 9.0 


Note.—Net income is taken as reported, after depreciation, interest, taxes, and other charges and reserves 
but before dividends. Net assets represent the excess of total balance sheet assets over liabilities. 


Source: National City Bank of New York. 


Mr. Parmeter. Net assets, as that term is used, represent the 
book value of the capital stock of each industry; that is, the par value 
of the stock, plus accumulated surplus. The net income is, of course, 
the net income after charges. 

For every year shown in the table the railroad ratio was the lowest 
of any industry. In 1950, for example, the comparative ratios were 
as follows: 

Railroads, 5.6 percent 

Finance, 9 percent 

Public utilities, 9.8 percent 

Service and construction, 10.5 percent 
Trade, 14.8 percent 

Mining and quarrying, 15 percent 
Manufacturing, 17.1 percent 

Mr. Fort referred to these statistics in his statement to the com- 
mittee yesterday morning, and these are simply the details which 
support his general statement. 

The significance of these ratios in the present proceeding lies in the 
fact that all the corporations included in Table VII, except the rail- 
roads, are subject to much lower payroll taxes than the railroads. 
I refer here, of course, to all the payroll taxes levied on the railroads, 
including both retirement and unemployment taxes. 

The railroads, with a much lower net income ratio, and much 
higher payroll tax rates, would find it relatively more difficult to meet 
a further increase in payroll tax payments than industrial corporations 
generally. Yet, that is precisely what the amendments here proposed 
would do. 

During the past four calendar years, 1948 to 1951, inclusive, the 
ratio of unemployment and sickness benefits (plus administrative 
expenses) paid under the existing provisions of the Railroad Un- 
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employment Insurance Act, to the taxable railroad payroll has 
averaged 1.8 percent. This is the current cost of the unemployment 
benefit system, 1.8 percent of the taxable payroll; regardless of what 
tax the railroads are at the moment paying. 

Under the proposed amendments, the Railroad Retirement Board 
estimates that the cost of benefits will average about 2.7 percent of 
the payroll. This cost percentage, which the Board bases on antic- 
ipated economic and employment levels, which it regards as not 
unduly pessimistic, is exactly one half as great again as the average 
cost of the past 4 vears. 

This would indicate an increase of nine-tenths of 1 percent in the 
tax rate, from 1.8 percent to 2.7 percent. When applied to the taxable 
payroll, now averaging about $5 billion per vear, such an increase 
would mean an added payroll tax of $45,000,000 annually on the 
railroad industry. 

In considering the amendments, therefore, we emphasize that what- 
ever changes are now made will continue into the future and should 
be appraised from that angle. When the inevitable day of reckoning 
comes, it will be too late to modify the action that may now be taken. 

In short, Congress is called upon to decide an issue that will affect 
the trend of railroad costs for many years ahead, not merely for the 
next 2, 3, or 5 years. 

In that connection, 1 would like to add this remark. There have 
been some estimates made before this committee in the last 2 days 
as to how many years it would take to reduce the present unemploy- 
ment reserve to the point where the tax rate would go up under the 
present sliding scale of tax rates. Of course, no one can make a definite 
estimate at this time, and that has been very clearly stated to you. 
However, if you will turn to table VI that was submitted by Mr. 
Schoene here a few days ago, you will find that there has been 1 year 
within the last 3 years, the year 1949-50, where there was a decrease 
of $115,000,000 in that reserve in the course of just 1 year. That was, 
of course, an unusually bad year from the unemployment point of 
view. The next year, 1950-51, which is the latest fiscal year, showed 
very much better results. So that there is no way of telling in advance 
how the future years will go, whether we will have relatively more 
bad years than good years in the future or not. But " any case, 


that unemployment reserve is coming down every year, it has been 
reducing every year since the sliding scale of rates went tisto effect, 
and sooner or later—perhaps sooner than we may now believe—it 


will get ioe to the point where the tax rate will rise. Eventually, 
if this estimate of the Railroad Retirement Board is to be accepted as 
a possible trend in the future, it will rise to 2.7 percent. 

That apparently, so far as we can see now, will be the eventual cost 
of this system, which will mean a $45,000,000 addition per year to 
the tax payments of the railroads. 

Mr. Chairman, you asked a question of Mr. Fort yesterday about 
the capitalization of the railroads. I would like to make a very brief 
statement on that, if I may. 

In the first place, you will recall that back in the thirties, from 1933 
to 1936, Mr. Jose -ph B. Eastman was Coordinator of Transportation, 
and eds ted a report to the Congress in which he made the statement 
that the railroads were not overeapitalized at that time—this was in 
1934—1in the sense that the capital outstanding was greater in amount 
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than the actual value of their properties. I have his report here, but 
will not take the time to quote the statement to you. 

In the year 1932, which was just about the time Mr. Eastman was 
speaking, the railroad funded debt was the largest in railroad history, 
and 1 would like to give you the figures as to what has happened to 
the funded deht of the railroads comparing 1950, which is the latest 
year for which we have complete statistics, with 1932. 

Take first the total amount of long term funded debt outstanding. 
This is the class I railroads total. I exclude for the moment equipmnet 
obligations which are short-term obligations. But taking the long- 
term funded debt of all kinds, the total outstanding in 1932 was 
$10, 187,000,000. At the end of 1950, that had been reduced to 
$6,838,000,000, a reduction of $3,359,000,000, or 32.9 percent. 

The C HAIRMAN. Of course, coat came out of the earnings of the 
railroads. 

Mr. ParMeLer. | am going to refer to just how that happened in 
jsut a minute, if | may, Mr. Chairman. Some of it came out of the 
earnings, some of it out of the reorganizations which have taken place, 
and some of it by the definite purchase by railroads of their bonds in 
the open market, sometimes at a profit. But whatever the cause or 
the way in which it was done, this is the result. 

The equipment obligations which, I think, should be placed in a 
somewhat different category, have increased during that period from 
$727 ,000,000 in 1932 to $1,838,000,000 at the end of 1950, and I may 
say right at that point that that large increase in 1950 has taken place 
almost entirely in the last 2 or 3 years, and is the result of this freight 
car improvement program to which I referred a moment ago. 

So that is a healthy sign and not an unhealthy one. 

Adding both the long term funded debt and the equipment obliga- 
tions, so as to get all of the outstanding obligations of the railroads, 
the total in 1932 was $10,924,000,000, and at the end of 1950, had been 
reduced to $8,686,000,000. That was a reduction of $2,238,000,000, 
or 20.5 percent. 

The capital stock of the railroads has also been reduced during the 
same period, although by not quite outgreat a margm. The amount 
of outstanding stock of class I railroads, including both the common 
and preferred | stock, was $8,245,000,000 in 1932, and at the end cf 
1950 was $7,893,000,000. That was a reduction of about $350,000,000 
over that period. 

If Mr. Kastman was correct, and we think he was, when he said 
in 1934 that the railroads were not thea overcapitalized in relation to 
the value of their properties, and if there have been these very sub- 
stantial decreases that I have just referred to since 1932, in both the 
stock and the outstanding debt of the railroads, and if there has been, 
as there has been, an increase of nearly $900,000,000 in the money 
invested in their properties, I think that it can hardly be said, Mr. 
Chairman, that the railroads are overcapitalized at the present time, 
whatever may have been the facts in the past. 

The CuarrMan. I am glad to have your views on that. There are 
various ways of reducing the capitalization of corporations. One way 
is by studying their capital set-up and finding out how much water is 
involved in it, and then wringing out the water. We have had that 
experience across the country where hearings have been held, and 
millions and millions of dollars have been wrung out of capital set-up. 

97404528 
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I think at the start of this country all the railroads were the subject 
of very dishonest manipulations in setting up the capital structure 
of the corporations in the first instance. “LT remember reading some 
articles on that. I remember reading of the same situation across the 
border in Canada, that is, the scandals that existed in connection with 
the capitalization of railroad corporations. And that went on in other 
industries in the same way, for instance the utilities. Many of the 
utilities have been compelled to wipe out their watered stock and 
reduce their rates. If the capitalization of a corporation is excessive 
and unjustified it ought to be reduced. 

Mr. Parmeter. Mr. Chairman, of course you are.familiar with 
what has been going on in the last 10 or 15 years in these reorganiza- 
tions of a number of large railroads by the Interstate Commerce 
Commission and finally by court action. Hundreds of millions of 
dollars of stock have been wiped out in those reorganizations, mostly 
common stock, and I believe it can be said that if there were cases 
of overcapitalization in terms of stock in some of these railroads in 
the past, that has been thoroughly cleaned out in the course of these 
reorganizations. And certainly, when you take the industry as a 
whole, as I have tried to take the class I railroad industry as a whole 
here, I just do not see how it could be stated by anyone that they are 
overcapitalized at the present time in view of the experiences we have 
gone through in the last 10 or 15 years. 

The CHarrMan. You say they would not be overcapitalized on the 
basis of the present values of the holdings? 

Mr. Parmeuer. Of the values of the properties as found by the 
Interstate Commerce Commission. 

The CuarrmMan. Of course, those values have been greatly increased 
in recent years as a result of the general increase of values of property, 
and some of the railroads, of course, have struck oil, and the values 
of their holdings have been greatly increased as a result of that. 

Mr. Parme.er. That has been true on some railroad properties, 
but when I speak of the values found by the Commission, the Com- 
mission does not increase values in line with the increased reproduction 
values of the railroads at all. They take what they call original cost, 
which is their estimate of what it would have cost to build the railroads 
at prices pertaining to the years 1910 to 1914. Certainly prices were 
not very high at that time in comparison to what they are now. 

Then they have added to that from year to year, of course, the exact 
amount of money that has gone into the properties in the way of im- 
provements and replacements, and so forth, retiring the old properties 
at the costs which had been found by the Commission. The result 
is that gradually as you go toward a higher level of prices, it is true 
that the values of the properties increase, but they are the actual 
values and costs which have gone into the properties, and they are 
so found to be by the Commission. And the Commission has cer- 
tainly been overconservative,'if anything, in its finding of those values. 

So when I speak of the values found by the Commission, I am not 
speaking of reproduction costs at present prices at all. I am speaking 
of what is a very conservative basis that has been followed throughout 
by the Interstate Commerce Commission. 

The CuatrMan. We are very glad to have your views here. They 
will be in the record and will be studied by the committee in consider- 
ing this legislation. 
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Thank you very much. 
Mr. PArmMELEE. Thank you very much, Mr. Chairman. 
lhe CHarrMAN. The next witness is Mr. Kennedy. 


STATEMENT OF WILLIAM J. KENNEDY, CHAIRMAN, RAILROAD 
RETIREMENT BOARD, CHICAGO, ILL. 


Mr. Kennepy. Mr. Chairman, my name is William J. Kennedy. 
[ am chairman of the Railroad Retirement Board, located at 844 Rush 
Street, Chicago, Ill. 

With the permission of the Chair, I would like to respectfully 
suggest that I submit this lengthy statement for the record. Some of 
it is perhaps repetition of what already has been said, and I am sure 
it would expedite matters, and be helpful to you, sir, and your com- 
mittee. 

The CHarrRMAN. I appreciate that very much. In the first place, 
I am the only member of the committee present, and they will all have 
to read it in the record anyway, and there is no need to read the entire 
statement. I would be glad to have your help and cooperation by 
inserting it in the record. 

(The statement is as follows:) 


STATEMENT OF WILLIAM J. KENNEDY, CHAIRMAN, RAILROAD RETIREMENT BoaRD 


Mr. Chairman and members of the committee, my name is William J. Kennedy, 
and I am Chairman of the Railroad Retirement Board, located at 844 Rush Street, 
Chicago, I. I am appearing here today in support of the bill S. 2639. This 
statement is the same as the one presented to the House Committee on Interstate 
and Foreign Commerce yesterday. 

There has been no substantial change in the benefit provisions of the Railroad 
Unemployment Insurance Act since 1946. Obviously, considering the increase 
in wage rates and cost of living since that time, benefits which were barely ade- 
quate in 1946 cannot now be satisfactory. 

The bill under consideration before this committee is designed to restore the 
benefits to a more adequate level by substituting a new table of benefit rates for 
the one now in the act. This is to be done by increasing tue daily benefit rates by 
$1 to $1.50 per day for existing wage brackets in the present benefit formula 
between $300 and $3,000, and by adding two additional rates for employees who 
earn more than $3,000 in the base vear. At the same time the minimum earnings 
needed to be a qualified employee would be raised to $300 in a base year. Table 1 
of the tables I am submitting with this statement shows that the proposed rates 
range from $3 per day (the equivalent of $15 a week) for employees with base-year 
earnings of $300 to $474 up to $7.50 per day ($37.50 per week) for employees with 
base-vear earnings of $3,500 or more. 

The majority of the Railroad Retirement Board believes this proposal to be 
both reasonable and proper for the following reasons: 

1. Because of increases in pay rates and cost of living the present benefit rates 
are not adequate compensation for the wage loss of unemployed or sick railroad 
emplovees, 

2. To make the benefits adequate it is necessary to increase the benefit rates 
in the lower wage brackets as well as to add additional rates for those with high 
base-year earnings. 

3. Vast improvements have been made in recent years in the State unemploy- 
ment compensation laws with the result that the unemployment benefit provisions 
for railroad workers are now surpassed by those in the States with more than half 
of the Nation’s workers. 

4. The present financing provisions are adequate to support the proposed 
change. 

5. The railroads will continue to be better off financially under the Railroad 
Unemployment Insurance Act than they would be under State laws even though 
the contributions for the Railroad Unemployment Insurance Act pay for sickness 
benefits as well as unemployment benefits. 
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Before I develop these statements in more detail, I should like to review briefly 
the history of the Railroad Unemployment Insurance Act and the benefits paid 
under it. 

When the Railroad Unemployment Insurance Act was approved, in 19388, little 
was known about the ultimate cost of such benefits and quite properly the problem 
was approached with caution. The benefits were so obviously inadequate, how- 
ever, that substantial changes were made in the benefit formula in October 1940, 
only a little more than a vear after the system started operating. Further changes 
in 1946 added two new benefit rates for base-year earnings of $2,000 and more and 
extended the duration of benefits to 130 compensable days. At this time also the 
sickness benefit program was added to the law. Then, in 1948, the contributions 
paid by the railroads were reduced by the substitution of a variable contribution 
rate for the original flat rate of 3 percent. Except for a minor change made last 
year there has been no change in the benefit provisions since 1946. 

Through December 31, 1951, a total of $465 million had been paid to railroad 
workers as compensation for wages lost because of unemployment or sickness 
Of the total, $127 million represents sickness benefits paid since Julv 1, 1947. 
The number of unemployment beneficiaries in a benefit vear has ranged from a low 
of 5,000 in the war year 1943-44 to a high of 470,000 in 1949-50. The number of 
sickness beneficiaries has shown less variation, the latest figure being 135,000, 
including maternity beneficiaries, in 1950-51. These figures and the average 
amounts paid to the beneficiaries in each vear are shown in tables 2 and 3. 


NEED FOR INCREASED BENEFITS 


Increase in earnings and cost of living 

Wage rates in the railroad industry have risen about 57 percent since calendar 
year 1946. However, there has been some reduction in the workweek so that 
earnings per week are currently (1951) 33 percent higher. But the average pay- 
ment per week for unemployment in the year ended June 30, 1951, was only a few 
cents higher than in the first year after the 1946 amendments. Table 4 shows 
these figures. The average weekly earnings of railroad employees rose from 
$59.02 in 1946 to $78.45 in 1951 while the average benefits per week were $17.30 
in the year ended June 30, 1947, and only $17.38 in the year ended June 30, 1951. 
With this same average payment, the unemployed railroad worker must meet 
living costs which, according to the Consumers’ Price Index of the Bureau of 
Labor Statistics, have risen 36 percent from 1946 through December 1951. And 
$17 a week was no princely income even in 1946. The average payment for 
sickness, though somewhat higher ($22.02 in the year ended June 30, 1951), has 
also shown little improvement in the 4 years this part of the benefit program has 
been in operation. 


Ratio of benefits to earnings 


The most frequently used measure of the adequacy of benefit payments is the 
ratio of benefits to earnings. This yardstick, also given in table 4, shows again 
the decline in adequacy of the railroad unemployment benefits since 1946. In the 
year ended June 30, 1946, benefits per week of unemployment were 30 percent of 
average earnings per week while in the year ended June 30, 1951, the benefits 
were only a little over 22 percent of the earnings per week. The latter figure is 
even lower than the ratio of 22.8 for the first year of the Railroad Unemployment 
Insurance Act. And you will recall that benefits in the first year were so inade- 
quate that substantial improvements were made in October 1940. The increase 
proposed in the bill now under discussion would do little more than restore the 
ratio of benefits to earnings to where it was in 1946. 

The Railroad Unemployment Insurance Act has never provided, for as many 
as half of the beneficiaries, benefits large enough to meet the standard of 50 per- 
cent of earnings. At the present time, such benefits are provided only for those 
with low earnings rates who were fortunate enough to be fully employed in the 
base year. Thus an employee who worked in all 12 months of the base year and 
earned $2,500, the lowest qualifying amount for the present maximum rate, could 
receive benefits per week about half the size of his regular weekly earnings. It is 


more likely, however, that a man earning $2,500 in his base year had a month or 


more with no earnings and consequently received benefits equal to less than half 
his weekly earnings. Fully as many employees, moreover, earned $3,000 in the 
base year and received only 43 percent of their regular earnings for each week of 
unemployment, assuming they worked full time in the base year, and of the sick- 
ness beneficiaries, many more earned $3,500 than $2,500 or $3,000. Those earn- 
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ing $3,500 or more received 37 percent or less of their regular earnings. That 
cases where unemployed workers can receive benefits approaching 50 percent of 
earnings are rare is shown by the fact that in the past benefit year the average 
payment was only 22 percent of earnings. 

Need for increases in lower-wage brackets 

You may have heard it said that our benefit formula is such that to a large 
extent increases in wage rates are accompanied by higher benefit rates. This is 
true to some extent of any unemployment benefit formula, but for one based on 
annual earnings like the Railroad Unemployment Insurance Act, the increase in 
benefits is not enough to maintain the ratio of benefits to earnings. Consider, for 
example, the $4 benefit rate, which requires base-year earnings of $1,600 to $1,999 
to qualify. A few years ago the majority of the beneficiaries with this amount of 
earnings had worked in all 12 months of the base year; they earned, on the average, 
around $35 to $40 per week and unemployment benefits of $20 a week appeared 
reasonably good. For those with less than 12 months’ employment in the base 
vear, benefits were quite inadequate. In the last benefit year less than 25 per- 
cent of the beneficiaries qualified at this rate were employed in all 12 months of 
the base year; the majority worked less than 10 full months. The typical bene- 
ficiary in 1950-51 at the $4 benefit rate probably earned nearer $55 a week while 
working, so his benefits were only 36 percent of his regular earnings. In other 
words, with increased wage rates the individual employee may receive a higher 
benefit rate, but for each benefit rate, except near the top of the scale, the benefits 
are less adequate than previously because they are paid to employees who regu- 
larly earned more per week than employees qualified at the same rate in earlier 
periods. 

For an industry with a seasonal fluctuation in employment, such as the railroad 
industry, it is particularly important to make adequate provision for those for 
whom work is available in the industry for only part of the base vear. In 1950-51 
the only wace brackets in which the majority of the beneficiaries worked in all 
12 months cf the base year (calendar year 1949) were those for the top two benefit 
rates. (A month as used here means anywhere from 1 day to a full month of 
actual service.) For each of the benefit rates under $3 the majority of the bene- 
ficiaries worked in 6 months or less of the base vear. Wage rates have gone up 
considerably since then; in the next benefit vear the average service in the base 
year for each of the lower benefit rates will probably be less. Adding benefit 
rates at the top, only for those with earnings totaling $3,000 or more, would do 
nothing to correct this situation. It is necessary to increase rates all along the 
line as proposed in the bill under discussion. This will help to restore the relation- 
ship of benefits to earnings to a more equitable basis. 

Need for additional wage brackets 

While it is important to increase benefit rates for the lower wage brackets, it 
is equally important to provide additional rates for those now in the highest 
bracket. This can be seen from the upward shift in the distribution of qualified 
employees by amount of base-year earnings. Of the qualified employees in 1946 
17 (those who earned $150 or more in 1945) one-third earned $2,500 or more, 
By contrast, nearly two-thirds of the 1950-51 qualified employees earned this 
much. About one-fifth of these employees had creditable earnings of $3,500 or 
more, the qualifying amount for the maximum rate in the proposed schedule. 
For this one-fifth of all employees the minimum earnings were $67 per week and 
their benefits under the present law would be no more than 37 percent of wages. 
For thase who earned more than $3,500 in the base year or earned $3,500 while 
working less than 52 weeks the percentage would be even smaller. Table 5 shows 
the change in distribution by earnings of the qualified employees from year to 
year for the 12 full years of the program. 

The concentration of qualified employees in the top wage bracket is reflected 
particularly by the sickness beneficiaries; 68 percent of them were paid at the 
present maximum rate in 1950-51 compared with 55 percent in 1947-48. Of the 
unemployment beneficiaries, because of the relatively low level of unemployment 
last year and this, a higher proportion than usual are in the lower paid occupations, 
particularly those subject to seasonal interruptions of employment. Consequently 
the proportion of unemployment beneficiaries paid at the maximum rate was 
much smaller than that for sickness beneficiaries. In a year of more extensive 
unemployment this proportion could be expected to approach or pass the 45 
percent reached in 1949-50. These figures are shown in tables 6 and 7. 
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Higher qualifying amount 


From the beginning, the qualifying amount under the Railroad Unemployment 
Insurance Act has been $150. At the present time this qualification can be met 
by only 2 weeks’ work at the average weekly earnings for the industry. The 
obvious intent of the bill is to raise the minimum qualifying amount to $300. 
This is not unreasonable in view of the large increase in the rate of earnings that 
has taken place. Workers earning less than $300 in the railroad industry are 
generally employed elsewhere in part of the base year and if they Dee unem- 
ployed, can get greater benefits from a State system. Until recent years about 
15 percent of the workers with railroad earnings were paid less than $150 in a 
year. In 1950, only 9 percent earned under $150 and 13 percent earned less than 
$300. Thus this change will have about the same effect as the present provision 
had until recently. 


COMPARISON WITH STATE LAWS 


Railroad pay high, benefits low 
Higher wage levels in the railroad industry than the average for all other 
employment should justify higher benefits for railroad employees. Instead, the 
railroad benefits are lower. Earnings per week in the railroad industry have 
always been higher than the average for all employees covered under State laws 
since these include industries with relatively low-wage rates) but the benefits 
per week for unemploved railroad workers have been lower than the State average 
for the last 7 years. For the most recent benefit year (ended June 30, 1951) the 
Railroad Unemployment Insurance Act average per week for total unemployment 
was $17.38. This may be compared with a calendar year 1951 average for the 
State laws of $21.08. Table 4, which contains these figures, also shows how the 
State average has increased in every year since 1947, when it was $17.83, while the 
railroad average has shown no improvement. 
s a percent of average ose; the average payments to the railroad workers 
are even less satisfactory. They have been under 30 percent of earnings per week 
in all but 2 of the 12 full years of the benefit program. The State payments, on 


are even less satisfactory. They have been under 30 percent of earnings per week 
the other hand, have generally been around 35 percent of the average weekly 
earnings of covered employees. Also, the State ratio has changed little since 


1947 while the ratio for railroad payments has dropped from 28 to 22 percent. 
The proposed changes in the benefit-rate schedule would reduce the ditference 
between the railroad and State ratios but would not eliminate it. 
Short-service employees 

State laws are particularly advantageous to workers with less than full employ- 
ment in the base period. This is because most State laws base the weekly benefit 
amount on a fraction of the high-quarter earnings rather than the total for the year 
as does the Railroad Unemployment Insurance Act. Thus, for example, an em- 
ployee earning $600 in the base year might be eligible for benefits of $27 a week in 
Illinois but could at the present time receive only $11.25 a week in railroad bene- 
fits. Increasing the benefit rates for the lower earnings brackets as proposed will 
reduce this difference but, again, will not eliminate it completely. It is offset to 
some extent, of course, for total possible benefits in a year, by the uniform maxi- 
mum duration of 26 weeks under the Railroad Unemployment Insurance Act as 
compared with a variable maximum related to base-year earnings under most, 
but not all, State laws. 


Improvement in State laws 


At the time of the 1946 amendments to the Railroad Unemployment Insurance 
Act only a few of the States paid benefits as high as $25 a week, our present maxi- 
mum. Since that time, however, improvements have been made in almost all of 
the State laws. In 1951 alone the benefit provisions of more than half the States 
were changed. At the present time the maximum weekly benefit amount is as 
large as or larger than the $25 maximum for railroad employees in 35 States- 
Kighty-three percent of the workers covered by State unemployment compensa- 
tion laws live in these States. In 22 of these States, where 65 percent of the 
covered workers live, the maximum per week is over $25. It is $30 per week in 
New York, North Carolina, Pennsylvania, Washington, and Wisconsin. States 
which pay dependents’ allowances go even higher: $48 in Alaska, $37 in Nevada, 
$36 in Connecticut, and $35 in Michigan, while in Massachusetts it is possible for 
the unemployed worker with dependents to receive as much as his average wages 
were before he became unemploved. 
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In 16 States with 60 percent of the covered workers, the maximum amount 
payable for a year exceeds the maximum for unemployment under the Railroad 
Unemployment Insurance Act. 

[ am attaching as an appendix a more detailed comparison of railroad and 
State unemployment benefit provisions which shows something about other 
provisions as well as more specific information about the ones I have mentioned 

rhe maximum payment under three of the laws of the four States which pay 
sickness benefits is higher than ours and in the fourth State it is the same as under 
our law. In one State, California, hospital benefits are paid in addition to 
sickness benefits. Incidentally, these States, though few in number, contain a 
fourth of the employees covered by State unemployment compensation laws 
Increase in be nefils from bill 

1 have referred earlier to table 1 which shows the effect of the proposed benefit 
rates on the benefits per registration period for each compensation range. From 
this table it can be seen, first, that benefits will no longer be paid to emplovees 
with less than $300 earnings in the base year; second, that for a large part of the 
range, from $750 to $2,999 base-vear earnings, the increase amounts to $1.50 per 
compensable day; and third, the increase is smaller for earnings under $750 and 


larger for earnings of $3,000 and more. From this information and the detailed 
records of benefit payments maintained by the Board it is possible to determine 
accurately the additional amount of benefits that will be paid if the bill unde 


discussion is enacted 

In our payment records we have, of course, information about the base-vear 
earnings of the beneficiaries, the number of davs for which they received benefits, 
and the amount they received. Using this information, we were able to construct 
table 8, which shows that for 1950-51 the proposal would have increased unem- 
plovment benefits by $8,452,000 and sickness benefits by $10,917,000. This is 
equivalent to an increase of 35.6 percent for unemployment and 41.2 percent for 
sickness benefits, or an over-all increase of 38.6 percent. The increase for mater- 
nity benefits would be somewhere between the figure for unemployment and that 
for sickness Maternity benefits are of little importance in costs, so for con- 
venience the figure of 41.2 has been applied to maternity as well as sickness 
pavments. 

RATIO OF BENEFITS TO TAXABLE PAYROLI 


Cost of the present program 

Although it was expected originally that a 3-percent contribution rate would 
be needed to support the railroad unemployment insurance svstem, the cost of 
unemployment benefits has not been that large in any of the 12 completed years 
for which these benefits have been paid. There has been only 1 year in which 
the total cost of the program including sickness benefits has been above 3 percent 
This was 1949-50, when an unusual combination of cireumstances caused unem- 
plovment payments to be more than twice as large as in any other vear. 

For the 12-year period ended June 30, 1951, the total amount paid for unem- 
ployment was 0.7 percent (seven-tenths of 1 percent) of the total payroll on 
which contributions were collected. For the last 4 vears, sickness benefits 
amounted to 0.6 percent of the taxable payroll. Allowing 0.2 percent for adminis- 
trative cost, it would not be unreasonable to expect that the long-term cost of 
the present law would be no more than 1.5 percent of taxable payrolls. It may 
not be more than this, but to be on the conservative side we have assumed a 
long-term cost of 2 percent of which 1.8 percent is the cost of benefits. This 
is somewhat higher than the cost rate for the last five completed fiscal vears, 
years which included the postwar readjustment and the 1949 recession. Actually, 
the cost of administration has also been much less than 0.2 percent of taxable 
payroll, running nearer 0.1 in most years, so this allowance is also a 
conservative one. 

Cost of the proposéd program 

The percentage increase computed for 1950-51 represents what can be expected 
in other vears as far as the additional cost of the proposal is concerned. There 
may be a slight tendencv for costs to rise as wage rates increase, but it should be 
no more than slight. We have allowed for it by using for a long-range cost 
projection an increase of 40 percent as compared with the over-all increase ol 
38.6 percent for 1950-51. 

There is no reason why the bill should increase administrative costs, so the 
0.2 percent of taxable payroll can be retained without change as a long-range 
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allowance for administration. For the long-range cost of benefits under the 
present bill we have allowed 1.8 percent of taxable payroll. Increasing this by 
40 percent will be ample allowance for the increase in benefits from the proposed 
new rates. This gives a new benefit cost figure of 2.5 percent of taxable payroll. 
With the allowance for administrative expenses, we arrive in this manner at a 
long-range cost of 2.7 percent for the proposed benefit rates, well under the 
maximum rate specified in the contribution schedule of the present law. I 
believe this to be a very conservative estimate since we have increased, for the 
present law, the cost of benefits from the rate of 1.3 percent based on our past 
experience to 1.8 percent and have allowed 0.2 percent instead of 0.1 percent 
for administration. I believe we will find the cost of the proposed bill will actually 
be less than 2.7 percent. 

Future changes in contribution rates 

There remains the question of how soon the contribution rate will rise from 
the present minimum level and how high it may rise. This cannot be predicted, 
but it can be computed on the basis of what we believe to be reasonably con- 
servative assumptions. Other reasonable assumptions, some of which might be 
as good as the ones we have chosen, would vield somewhat different results as 
to when the rates would change, but should not differ substantially as to long- 
range cost. Such assumptions are necessary to get vear by year figures. The 
net result of them in terms of long-range cost is about the same as the figures 
based on experience that I have just given. 

We have assumed, for this calculation, conditions that are basically prosperous, 
but affected by business cycles. Benefits would be low in over half of the years, 
but would appreach the $100 million mark under the present formula in 1953-54 
and 1957-58. Starting in 1959-60 a more serious recession lasting 3 years is 
assumed. The highest amount reached for 1 of these 3 years is assumed. 
The highest amount reached for 1 of these 3 years is $143.5 million under the 
present formula (about the amount paid in 1949-50). In the other 2 years of 
this depression, benefits under the present formula would amount to about $100 
million a year. With these conditions, the contribution rate would reach a maxi- 
mum in the 3-year depression of 245 percent under the present formula and a 
maximum of 3 percent under the proposed schedule of benefit rates. However, 
after the depression, the balance in the account would rise and the contribution 


rates decrease accordingly. Under the present benefit formula, a contribution 
rate of around 2 percent could be expected, while under the proposed schedule 
the contribution rate would be more likely to be 2.5 percent. I have inserted at 


this point a table showing the dates on which the contribution rates would change 


under these assumptions: 





Contr Contri- 

PRESENT LAW hution PROPOSED FORMULA bution 

7 rale 
Date of change: percent) | Date of change: (percent) 
Jan. 1, 1961 1. 0 Jan. 1, 1959 11.5 
Jan. 1, 1962 12 0 Jan. 1, 1960 2. 0 
Jan. 1, 1963 2.5 Jan! 1, 1961 3. 0 
Jan. 1, 1964 2.0 Jan. 1, 1964 ao 
rl rm rat between 1 and 2 percent and 0.5 and 1.5 percent will not become effective 

t us dr the account balance will require a 1 percent increa 

You understand, of course, that these dates are not predictions. They are 
the result of mathematical computations using reasonable assumptions. Also, 
we believe it would not he proper in cost calculations of this type to base a pro- 
jection on the worst conditions imaginable, such as a repetition of the depression 


of the 1930’s. Maintaining benefit rates at an inadequate level in order to safe- 
guard against financial difficulty in an emergency of that type would defeat the 
pupposes of the unemployment-benefit programs and, by so doing, limit their 
usefulness as a protection against the occurrence of such a depression. 


SOUNDNESS OF THE RAILROAD UNEMPLOYMENT INSURANCE ACT FINANCING 


From the projection T have just described and our long-term cost estimate of 
2.7 percent of taxable payroll for the proposed schedule, we conclude that the 
present financing of the Railroad Unemployment Insurance Act is entirely ade- 
quate to handle the proposed change. The financing of the Railroad Unemploy- 
ment Insurance Act has always been on a more conservative basis than that of 
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State acts. The full 3-percent rate was maintained until 1948, while some 
States began to reduce their contribution rates under experience rating plans as 
far back as 1941. As a result, the railroad system is now in a much stronger 
position than almost any State system. 

A common measure of financial strength is the ratio of available reserves to 
taxable payroll. Table 10 shows that the balance in the railroad unemployment 
insurance account on June 30, 1951, amounted to 16 percent of the taxable pay- 
roll for the year, twice as large as the ratio of 8 percent, as of that date, for the 
State programs as a whole. Of course, some States have better ratios than the 
average, and others are much worse, but even the States with the strongest re- 
serves—Kentucky, New Jersey, Mississippi, Montana, and Idaho—had ratios of 
only 12 or 13 percent as compared with the 16 percent for the Railroad Unemploy- 
ment Insurance Act. 

Another indication of the relative strengta of the railroad program is that the 
balance in the account on June 30, 1951, was sufficient to pay unemployment 
benefits for 7 years like 1949-50 and more than 30 years like 1950-51 without 
any further contributions. Even ineluding sickness benefits, our reserves would 
pav benefits for nearly 15 vears like 1950-51. As compared with this, the State 
reserves at that time were sufficient to pay benefits at the fiscal year 1950 amount 
for less than 4 years, and at the fiscal year 1951 amount for only 8% years. 

In terms of another frequently used indication of financial strength, the rail- 
road system could pay unemployment benefits for a year at the maximum dura- 
tion and the 1950-51 benefit rate to 18 percent more workers than tne average 
number employed in the vear. The States, on the other hand, could pay maxi- 
mum benefits at fiscal vear 1951 rates to fewer than half of the average number 
employed. 


RAILROADS ARE BETTER OFF UNDER THE RAILROAD UNEMPLOYMENT INSURANCE 
ACT 


Because of the more conservative approach to financing under the Railroad 
Unemployment Insurance Act, it was possible in 1948 to reduce the contribution 
rate under the sliding scale adopted at that time to 0.5 percent. The rate under 
State laws, including the 0.3 percent Federal tax, has meanwhile ranged from 
1.6 to 1.9 percent. The figures in table 11 show that, in the 3 years ended June 
30, 1951, the railroads saved $388 million from this reduction, as compared with 
what they would have paid at a 3-percent rate. By the end of fiscal year 1960, 
the savings, even allowing for the effect on the rates of the bill under discussion, 
will have totaled close to $1.5 billion. As compared with what they would have 
paid under the average State rates, and allowing for the $3,000 earnings limit in 
State laws, the railroads savede$187 million in the 3 vears ended June 30, 1951, 
and by the end of fiscal year 1960 will have saved over $600 million. 

It is true, of course, that as of the present date, the railroads have paid some- 
what more in unemployment contributions than they would have if they had 
paid the average State rate from July 1939 to date. However, this difference 
will disappear in another vear or two. By the end of fiscal vear 1960 we estimate 
that the railroads will have acnieved a net savings of $300 to $350 million under 
the amount they would have paid if they had paid the average State rate for the 
entire period since the beginning of our benefit program. 


CONCLUSION 


I have stated that the majority of the Board believes that the proposed change 
is both reasonable and proper. If anything, it is modest. Administration bills 
introduced in the Eighty-first and EKighty-second Congresses would go much far- 
ther in their effect on State unemployment benefits. For example, the proposed 
employment-security amendments of 1951 would set standards of 50 percent of 
weekly earnings for beneficiaries with no dependents and 70 percent of earnings 
for beneficiaries with three or more dependents, and would require a maximurn 
payment of $42 a week for the latter. The Defense Unemployment Compensa- 
tion Act bill recently introduced would increase State payments in some areas 
by 50 percent, with a maximum of 65 percent of weekly wages for a worker with 
no dependents, and 75 percent for a worker with four or more dependents. In 
Michigan, for example, this would increase the maximum without dependents to 
$40.50 per week, and with dependents to $56.50. Compared to this the maxi- 
mum of $37.50 per week proposed for our law is indeed low. With regard to this 
defense unemployment proposal, the President stated recently: “‘Most State bene- 
fits are plainly inadequate. They should be raised—emergency or no emergency.” 
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The increases in railroad unemployment benefits are urgently needed, and they 
can be paid with no change in the financing provisions of tae Railroad Unemploy- 
ment Insurance Act. To me, gentlemen, this bill is “‘must’’ legislation for this 
session of Congress and should be enacted at the earliest possible date. 


TABLE 1.—Benefits for unemployment and sickness (excluding maternity) under 
the present Railroad Unemployment Insurance Act and under the proposed 
schedule 


Present act Proposed schedule 
| | | 
Benefits for 14- | | Benefits for 14- | 
day registration | day registra- | WMavi- 
Base-year earnings Daily period aioe Daily | tion period |: aves 
boi | benefits benefit |-—-—— ——| benefits 
rate i. a rate lo ~o.| for 
| wirst a | for year First | = | year 
| b2 } aol | ¢ | 
period | periods period | periods | 
$150 to $199.99 $1.75 | $12.25 $17.50 | $227.50 
$200 to $474. 99 ‘ pelea 2. 00 14. 00 | 20. 00 260. 00 alti eat 
$300 to $474.99 ainadignaaeea See $3.00 | $21.00 $30 $390 
$475 to $749.99 2. 25 | 15. 75 22. 50 | 292. 50 3.50 | 24.50 | 35 | 455 
$750 to $999.99 __ 2. 50 | 17. 50 | 25.00 | 325.00 4.00 | 28.00 | 40 | 520 
$1,000 to $1,299.99 3.00 | 21.00 30. 00 390. 00 4.50 | 31.50 | 45 | 585 
$1,300 to $1,599.99 3. 50 24. 50 35.00 | 455.00 5.00 | 35.00 | 50 | 650 
$1,600 to $1,999.99 4.00 28. 00 40. 00 520. 00 5. 50 38. 50 | 55 | 715 
$2,000 to $2,499.99 4. 50 31. 50 5. 00 585.00 | 6.00 | 42.00 | 60 780 
$2,500 to $2,999.99. ____ } | | f 6.50 | 45.50 | 65 | 845 
$3,000 to $3,499.99 > 5.00 35. 00 50. 00 650. 00 7.00 | 49.00 | 70 | 910 
$3,500 or more { | | 7.50} 52.50 75 | 975 


Nore.—The benefit year begins July 1 and the base year is the preceding calendar year. 


Source: Railroad Retirement Board, Office of Director of Research, Feb. 16, 1952. 


TABLE 2.— Unemployment beneficiaries and selected data, by benefit year 


nop. | AVerage per bene- ea 
Benefi- | ficiary Benefit 


ciaries exhaus- 

Benefit year Beneficiaries | Pe" 100 5 |}, Hous 

e qualified Daily Amount | Per 100 

f employ- benefit ee | benefi- 

~~ rate benefits | CMres 
1939-40 162, £00 | $2. 25 $94 19 
1940-41 ‘ | 161,909 2.32 108 17 
1941-42 74, SOK 5 2. 49 118 14 
42-43 15, 600 l 2. 85 108 10 
13-44 4,700 ( 3. 26 118 | 9 
44-45 5, 800 ( 3. 24 128 ll 
15-4¢ 162, 800 7 3. 36 138 12 
47 203, 600 u 3.37 226 23 
7-48 199, 300 y 3.39 163 10 
is 277, 600 13 3. 70 178 8 
HOH 470, 400 23 es) 236 17 
-F 149, 500 8 3. 35 159 10 
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TABLE 3.—Sickness and 


Benefit year 


Sickness benefits: 
1947448, gross 
1948-49, gross. 
1948-49, net 
1949-50, net_. 
1950-51, net 

Maternity benefits 
1947-48 
1948-49... 
1949-50 
1950-51 


Norte.—Net figures are adjusted for recoveries because of other social insurance payment and settlements 


or injuries. 
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maternity beneficiaries and selected data by benefit year 


Benefi- 
ciaries 
. a ver 100 
Beneficiaries qualified 
| employ- 
| ees 
} 
| 153, 700 7 
156, 300 | 7 
151, 200 | 7 
139, 900 | 7 
| 131, 300 7 
aol 4, 300 3 
4, 000 3 
3, 900 4 
3, 800 4 


| } 
} 


Average per bene- 


ait Benefit 
ficiary exhaus- 
a re . tions 
Daily Amount | ante 
benefit of | haved 
rate benefits | ©" 
|__| 
$4. 44 $190 | 10 
4.47 205 | 12 
4.14 188 | il 
4.17 203 | 13 
4.23 202 13 
4.47 456 63 
4. 64 517 82 
4.83 541 8&3 
4.78 535 | $2 


TABLE 4.—State and railroad unemployment programs: Ratio of benefits to earnings 


Railroad Unemployment Insurance 


Benefit year_end- 
ing June 30 


Benefits 


| per week 


| unemploy- 
| ment 
| 
1940 $8. 40 
1941 11, 00 
| 1942 on 12. 90 
| 1943 14, 90 
| 1944 i 17.10 
1945 17. 00 
1946 17. 60 
1047 17, 30 
1948 17, 59 
1949 19, 21 
1950 19, 82 
1951 17, 38 
i 
Source 
2? Includes earnings not taxable, 
Based on data for 11 months 





of total 





State unemployment compensation laws 


Act 
Benefiis | 

Average Benefits as Calender per week Average Benefits as 
earnings percent of “year . of total earnings percent of 

per week? | earnings . unemploy- | per week? | earnings 

ment 
22.8 1940 $10. AS $27.02 9,1 
27.9 1941 11. 06 30, 23 36.6 
29. 1 1942 12. 66 35, 91 35.3 
29.8 | 1943 15, 84 41. 25 id. 6 
32.6 | 1944 15. 90 44, 25 35.9 
32.5 | 1945 18. 77 45, 11 41.6 
29.8 1946 18, 50 46. 69 0. 6 
28.0 | 1047 17, 83 51. 59 1.6 
25. 5 1948 19.05 55, 85 4.1 
71. 338 26.9 1949 20.48 56. 95 36. 0 
72. 36 27.4 | 1950 20, 76 60, 31 4.4 
78. 45 22.2 | 1951 21. OR ‘ ' 


Hand book of Unemployment Insurance Financial Data, Bureau of Employment Security 
railroad figure is average for class I line 
year including the second half of the benefit year and State figure is average for all 


haul railroads for the cal 
covered em ploym«¢ 


nda 
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TABLE 7.—Sickness and maternity benefits: 


rate, benefit years 1947 
Sickness 


Daily benefit rate 








UNEMPLOYMENT 





INSURANCE 


| 


ACT 


Maternity 


| 


Number of beneficiaries, by daily benefit 
48 through 1950-51 























1947-48 1948-49 1949-50 1950-51 1947-48 1948-40 1949-50 | 1950-51 
- = - | a Pants 
° =, © © . . « € » ~~ q | « 7 
Total 153, 720 | 151, 245 | 139,860 | 131, 340 4, 265 3,976 | 3,905) 3,78 
$1.7 505 400 520 30 25 16 
$2.00 2, 605 2, 430 2. 690 215 152 | 167 | 18} 
$2.25 2, 930 2, 470 2, 470 240 189 | 152 | 186 
$2.50 2, 605 2, 310 2, 410 197 185 | 72 | 140 
$3.0 3, 960 3, 310 3, 370 226 183 208 192 
3M 5, 665 4,050 3, 960 293 251 233 192 
$4.0 13, 915 7, 900 8, 030 677 465 233 290 
$4.5 29, 530 22, 030 18, 700 1, 676 1, 352 689 | 601 
$5.00 SY, 530 94, 950 89, 190 715 1, 169 2, 026 | 1, 984 
TABLE 8 of bill on benefi's 1950-51 under Railroad Unemployment In" 
surance Act 
Unemployment benefits Sickness benefits (excluding maternity) 
B 7 : Increase Increase 
-_ . Under pro Under pro ‘ a 
Actual posed pro- Actual | posed pro- 
Visio -er- vislor -er- 
— Amount | P* , st Amount | Pet 
cent cent 
) $23, 718, 800 $32, 171, 200 $8, 452, 400) 35. 6 $26, 507, 700 $37, 255, 300 $10, 916, 600) 41.2 
SLM $209 1, 092. 200 — 1,092,290 169, 200 = (*') 
Sly » $474 1, 290. 600 1, 830, 900 610, 300 0.0 207, 700 314, 900 107,200) 51.6 
$4 $749 2, 024, 700 149, 500) 1,124,800) 55.6 320, 700 505, 800 185, 100; 57. 
$7 1, 928,600) 3,085,800) 1,157,200! 60.0 327, 000 528. 500 201,400 61.6 
$1 >1 209 2,116,000) 3,174,000) 1,058,000; 50.0 532, 000 818, 800 286,800! 53.9 
¢1 3 $ ” 2 368,400) 3,383, 400) 1,015,000) 42.9 730, 200 1, O76, 800 346, Ou 47.5 
$1,600 $1. 999 109, 000 4,687,400) 1,278,400) 37.5 1, 665, 300, 2,350, 400 685, 200) 41.1 
$2,000 to $2,409 $831,100) 5,108,100) 1: 33.3 4,017,800; 5, 465, 700 1,445,900) 36.0 
$2,500 to $2,409 3, 248. 600 4, 223, 290 30.0 6, 507, 500 8, 592, 100 2, O84, 600 32.0 
$ , $3,499 1, 805, 000 2, 667, 000 762, 000 40.0 7, 408, 400) 10, 588, 900 3, 180, 500 2.0 
$3,5 ‘ re 574, 600 SH1, 900 287,300) 50.0 $622,100 7,015,400; 2,393,300! 51.8 
unt paid to individuals with base-year earnings of less than $300 in 1950-51 was considered to 
ints payable to annuitants completely disqualified under the present provisions; hence, no reduc- 
+ id 
JoTe.—I esn ot add to totals shown because of rounding 
TABLE 9 RUIA: Taxable pa jroll, be nefits, and be nefiis as a percent of taxable 


payroll 


Benefits (thousands 





Pereent benefits of payroll 


. ae raxablk 
re ‘ . sont 
jed , ee 4h Sie < Sie ASS 
vise , millior Total Unem icknes , Unem- ickne: 
Potal sSareeeaei (includit Total lovmsent (including 
oe tue maternity rere maternity) 
|—-——— 
Total $46, 760 $442. 200 $329, 282 $112. 918 0. 95 0. 70 10. 59 
1940 1, 639 14,810 | 90 
1941 2, 273 17, 699 738 
1942 2, 820 &, 8YO 32 
1943 3, 422 1, 753 05 
1944 4, 048 547 | 01 
1945 4. 305 728 | 02 
1946 4. 302 | 20. 516 is 
1947 4, 72¢ | 46, 617 | 99 | 
1948 4, 835 32, 426 26, 604 1, 22 55 
1949 4,918 46, 745 29, 823 1. 56 61 
1950 4, 527 113, 769 29, 487 3.16 65 
1951 4, 849 24, 780 27, 003 1.07 56 





! Percent of payrolls for 4 years 1947-51. 
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Siate and railroad unemployment programs: Selected financial data 


Railroad Unemployment Insurance Act 


Balance 

. in railroac 
Railroad | @ rail ad 
unemploy- 

unemploy- 
meat _ ment 

benefits insurance 

account 


(thousands) 


1940 $14, 810 
1941 17, 699 
1942 &, 890 
1943 1, 753 
1044 5A7 
1945 728 
1946 20, 517 
1047 46, 617 
1948 32, 426 
1949 46, 745 
1950 113, 769 
1951 24, 780 
! Source 


end of year | 
(thousands) 


$31, 452 
189, 778 
266, 366 
369, 846 





State unemployment compen- 
sation laws ! 


Taxable Benefits | Balance 
payroll 2 |aS percentjas percent 
(millions) payroll | payroll 
$1, 639 0.9 1.9 1940 
2, 723 8 8.3 1941 
2, 820 3} 9.4 1942 
3, 422 5 10.8 1943 
4, O48 () 12.3 1944 
4, 398 (3) 14.5 1945 
4, 302 5 17.6 1946 
4, 725 1.0 18. 2 1947 
4, 838 as 19.8 1948 
4,918 1.0 18.3 1949 
4, 527 2.5 17.3 1950 
4, 849 5 15.6 | 4195] 


Handbook of Unemployment Insurance Financial Data, Bt 


2 Based on unemployment insurance contributions collected 
3’ Less than 0.05 percent, 


4 June 30. 


TABLE 11. 


June 30 


1940 
1941 
142 
1943 
1944 
1945 
1946 
1947 
1¥ds 
1949 
1950 
1951 


RUIA: Taxable payroll and contribulions, 


Taxable pay 
roll on which 
contribu 


tion 


were 


collected 
(millions 


1, 639 
9 973 


_ 820 


»”») 


_ 048 
398 
S02 
726 
, 838 
YIS 


97 


, 849 


various assumpilions, by year 


Collected 


thousands 


Contributions 


' 


Contributions 


ireau ol 


actual 


Employ 


an d €s 


Benefits 


Calen- jas percent 


payroll 


| 


Ie es 


imated und 


At 3 percent 
rate 
thousands 


$1, 014, 647 $1, 402, 767 
19, 177 $9,177 
6S, IS 68, 183 
84, 606 84, 606 
102, 670 102, 670 
121, 442 21, 442 
131, 936 131, 936 
129, 059 129, 059 
141, 770 141, 770 

2145, 124 145, 124 
87 147, 500 

2 16, 181 135, 800 
24, 412 145, 500 


Estimated 
taxable pay 
roll with 
$3,000 limit 


(millions 


197 
RRO 


564 
1&S 
461 


oe. se ee 


Balance 
at end of 
year as 


of taxable/of taxable dar year|of taxable! percent of 


taxable 
payroll 


10.0 


10.8 


10 


ZeC 


ment Security 


if covered under State Ja 


Average 
State con- Estimated 
tribution contribution 
rat thous 
(percent 
SUC 44» 
0 {8, 528 
2.94 ROT 
2. 68 130 
44 81,491 
2.3 90, 109 
2.12 RY, £93 
1.87 77,319 
1.72 74,348 
1,62 73, 744 
1, 58 72, 111 
71, 196 
1.9 84, 759 


Average of rates for the two calendar years, for example, the rate for fiscal year 1940 is the average of the 
calendar year 1939 and 1940 rates; includes 0.3 percent Federal tax 
? Contributions were collected at the 3-percent rate for the entire fiscal year 1948 and the excess amount 
collected was treated as advance payment of amounts due later 


APPENDIX 


Notes on benefit provisions of State unemployment compensation laws as 
compared with Railroad Unemployment Insurance Act, as of January 1952: 


QUALIFYING 


WAGES IN 


BASE 


PERIOD 


Nineteen States have a flat dollar minimum, sometimes stated in a paragraph 
on qualification for benefits and sometimes shown in a schedule giving amounts 
of base-vear earnings necessary for various weekly benefit amounts. 

Twenty-seven States require earnings equal to some multiple of weekly benefit 


amount. 


Five States require a certain period of employment. 
The following 15 States require no more base-period earnings than are reyuired 
under the Railroad Unemployment Insurance Act: 








] 


Minimum | 


State earnings to | 
qualify 
Alaska 7 $150 
Arizona 150 
District of Columbia 150 
Florida 150 
Hawaii 150 
Iowa 100 
Kansas 100 
Louisiana 150 


1 Not specified; work in 2 quarters. 


Minimum 
benefits for 
total unem- 
ployment 
in year 


$04 
60 


38 
100 
34 


50 


2 Not specified; one-third of base-period wages. 


RAILROAD UNEMPLOYMENT 


INSURANCE ACT 
| Minimum 
State earnings t 


/ 
| Minimum 
| benefits for 
0 | total unem 


qualify ployment 

| in year 

} 
Michigan $112 | 57 
Mississippi 90 | 48 
Missouri () (2) 
Oklahoma 120 40 
South Carolina 150 90 
Tennessee 125 110 
Virginia 100 30 


States requiring more than $150 but less than $300 in base-period earnings 


number 21. 
is required. 


These are as follows: 


chusetts, $500; and Washington, $600. 


In 
total or partial unemployment 
required. One State requires 
one State requires 2 


no waiting period is required 


MAXIMUM 


Maximum weekly benefits 


’ 


WAITING 


PERIOD 


In 10 States the requirement is $300; in 5 States, more than $300 
Utah, $368; Illinois and Oregon, $4 


00; Massa- 


12 States, the waiting period requirement is satisfied by 1 week of either 


. In four States 1 week of total unemployment is 


9 


weeks of total unemployment. 


There are three 8 


weeks of total or partial unemployment, while 


tates where 


Maryland, Nevada, and North Carolina. 


WEEKLY 


BENEFITS 


including dependents’ benefits in those States pro- 


viding such benefits, equal or exceed the RUIA weekly maximum of $25 in the 


following 35 States: 


State 


Alaska 
Arizona 
California 
Connecticut 
Delawart 
Hawaii 
Idaho 
Tiinois 
Indiana 
lowa 
Kansas 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Missouri 
Nevada 
New Har 
New Jers 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oregon 
Pennsylvania 
Rhode Island 
Utah 
Vermont 
Washington 
West Virginia 
Wisconsin 
W yoming 


ipshire 


n 


i Includes dependents’ allowance 
2? As of Apr. 1, 1952 
$ $95 , up to 


or more amount of aver 


age 


weekly wa 


ge, 


Maximum 


Maximum 
7 number of 


weekly weeks of 

benefits benefits 

$30-348 25 

20-26 12 

25 >; 

24-36 26 

25 26 

2 20 

25 26 

297 26 

27 20 

26 20 

28 20 

25 20 

25 20 

125 26 

25 23 

27-35 20 

5 95 

25 24 

25-37 26 

2s 26 

2% #8 

25 24 

30 26 

30 26 

25-31 20 

28-33 26 

25 26 

0 26 

25 26 

27 26 

25 20 

30 26 

25 23 
30 2644 

25-31 20 


for beneficiaries with dependents. 


Average num 
ber of covered 
workers in 
1950 


000 
5, 000 
, 000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
O00 
000 
000 
000 
7, 000 
000 
, 000 
000 
000 
000 
000 
000 
000 
27, 000 
234, 000 
000 
000 
000 
000 
2, 000 
54, 000 


t 
. 
= 


- 
2 


ws 
4 
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Covered employment in these States in 1950 totaled 27,163,000, or 83 percent 
of all workers protected by State unemployment compensation laws. In 13 of 
these 35 States, maximum weekly benefit amount is $25, the same as the Rail- 
road Unemployment Insurance Act maximum. In the other 22 States the max- 
imum is higher, ranging from $26 in Arizona, Iowa, and New Jersey to $48 in 
Alaska. The 22 States with higher maximum benefit amounts had 21,309,000 
covered workers in 1950, or 65 percent of the national total. 

Only Alaska, with dependents’ allowances, has a higher specified maximum 
than the $37.50 figure proposed for the Railroad Unemployment Insurance Act. 
However, Nevada has a maximum of $37; Connecticut, a maximum of $36; 
Michigan, a maximum of $35; and Ohio and Maryland, a maximum of $33. In 
all of these 5 States dependents’ allowances are paid. In Massachusetts, the 
upper limit for a worker with dependents is his average weekly wage in the base 
period. In all, 13 States have a definite weekly maximum of $30 or more, and 
in 6 of these the basic maximum, without dependents’ allowances, is $30. 


MINIMUM WEEKLY BENEFITS 


In 30 States the minimum weekly benefit amount, including dependents’ al- 
lowances, is less than the present $8.75 weekly minimum under the Railroad 
Unemployment Insurance Act. In 20 States the minimum is more than $8.75, 
but less than the $15 proposed in the suggested amendments. One State, Oregon, 
has a minimum of $15—for workers with base-period earnings of at least $400. 


MAXIMUM DURATION OF BENEFITS 


Under the Railroad Unemployment Insurance Act, there is a uniform maxi- 
mum of 26 weeks for all beneficiaries, but the most usual State provision varies 
duration with the amount of the beneficiary’s base-period earnings, or the length 
= his employment. Distribution of States by maximum number of weeks is as 
ollows: 


12 16 | 18 n 22 23 24 25 26 


weeks | weeks | weeks | weeks | weeks | weeks | weeks | weeks | weeks 


Number of States......... 1 4 2 16 2 2 4 2 18 
Number of States with uni- | 
form duration...........- 1 i 2 5 1 1 a: RAS 3 


MAXIMUM TOTAL BENEFITS PAYABLE IN YEAR 


Maximum total benefits equal to, or greater than, the $650 provided under the 
Railroad Unemployment Insurance Act are available under the laws of the 
following 21 States: 


Average Average 

Maximum number Maximum number 

State total benefits | of covered State total benefits | of covered 

foc year | workers in for year workers in 

1950 1950 
ed Ps 

Thousands Thousands 
Alaska 1 $750-$1, 200 | 25 || New Jersey 676 1, 294 
California ; 650 2, 525 New York 780 4, 300 
Connecticut 1 624-036 616 North Carolina 780 658 
Delaware. - 650 100 Ohio 728-858 2,175 
BNE. < chavencd wa 650 94 || Oregon 650 314 
Illinois 2 702 2.325 | Pennsylvania 780 3, 027 
Maryland. - 1 650-858 563 || Rhode Island 650 234 
Massachusetts 3 575 1,431 Utah 715 127 
Michigan ! 540-700 1, 626 Washington 70 509 
Nevada 1 650-962 3? || Wiseonsin 795 742 

New Hampshire_. 728 126 


1 Includes dependents’ allowance 

2? As of Apr. 1, 1952 

3 And up to 23 times augmented weekly benefit (which can equal average weekly wage in base period fcr 
worker with dependents 


9740452 9 
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These States had 22,848,000 covered workers in 1950, or 69 percent of the 
national total. There are 16 States, with 19,581,000 covered workers (60 percent 
of the total) where maximum total benefits exceed the $650 payable under the 
present Railroad Unemployment Insurance Act. These include 6 States which 
pay dependents’ allowances, among them Massachusetts where maximum benefits 
are 23 times the augmented weekly benefit, which may equal the average weekly 
wage of a beneficiary with dependents. 

Benefits equaling or exceeding the $975 proposed in the amendments are paid 
only in Alaska, with dependents’ allowances. 

The lowest maximum total amount of benefits is payable in Arizona—$240 
without dependents’ allowances and $312 with such allowances. 


MINIMUM TOTAL BENEFITS PAYABLE IN YEAR 


Minimum total benefits payable in a year range from $30 in Virginia to $260 in 
New York. The latter State has a uniform maximum duration for all beneficiaries, 
and is the only one in which total benefits at the minimum rate may exceed the 


$227.50 payable under the Railroad Unemployment Insurance Act at the present 
minimum $1,75 daily benefit rate. 

Mr. Kennepy. I did want to say this to you, that I am neither 
lawyer, statistician, nor mathematician. J am charged with being an 
administrator, and this subject has been made a highly technical, con- 
troversial subject, and is going to require much study on the part of 
your committee and your staff. 

However, I would like to respectfully, sir, call your attention to this 
one significant thing as it appears to me as an administrator. It is 
frequently said that there are two sides to every story. There are 
sometimes three, and the third side of this story, in my humble opin- 
ion, is the human side of the story. 

These percentages confuse me, and they must at times confuse the 
committee as vou sit here and listen to them. ~ The cold fact remains, 
however, that 100 percent increase of nothing is still nothing, and T am 
personally thinking of perhaps the lowest paid worker on the totem 
pole in this great railroad industry, the maintenance of way man. | 
am thinking of him, and I can visualize him having a wife and three 
children, confined to a hospital, and we here pay him the magnificent 
sum of $8.75 per week, $1.75 a day, which is equivalent in American 
money today | think to 50 cents a day. 

To me that is not human. I am not too vitally concerned about 
whether or not we-are setting the pace. If we are setting the pace, so 
much the better, if it is the right pace, and in the right direction. I 
have always contended that two wrongs do not make a right, and that 
we must not be too much concerned about what they do in Utah or 
Arkansas or some other place. What we are concerned about is the 
human thing, the decent thing, and if I were privileged to ask vou a 
favor, sir, for myself alone, | would ask that when you give this matter 
vour serious consideration, that you give the human side of it the 
proper weight. 

The CuarrmMan. Thank you, Mr. Kennedy. You have been very 
helpful to us in submitting this testimony. 

Mr. Kennepy. Thank you, sir. 

The CuarrMan. The next witness will be Mr. F. C. Squire. 
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STATEMENT OF FRANK C. SQUIRE, MEMBER, RAILROAD RETIRE- 
MENT BOARD, CHICAGO, ILL. 


Mr. Squire. Mr. Chairman, my riame is Frank C. Squire, I am a 
member of the Railroad Retirement Board. I have a short statement. 
If I can expedite matters, and if it is agreeable to you, I will file the 
statement. 

The CuatrMan. That will be satisfactory. 

(The statement is as follows:) 


STATEMENT OF FRANK C. Squrre, MEMBER RAILROAD RETIREMENT BoaRp 


Mr. Chairman and members of the committee, my name is Frank C. Squire. 
I am a member of the Railroad Retirement Board—the ‘‘carrier member.”’ 

I cannot agree with the two other members of our Board in their support of the 
bill. 

It seems to me too discriminatory against the railroads as compared with their 
competitors in the transportation industry and as compared with all nontrans- 
portation industry, to make the railroads pay as they do under the present act 
for sickness benefits, which is not required by State laws, and then on top of that 
to raise the benefit rates for unemployment, sickness, and maternity, as is proposed 
in H. R. 6525, to a level substantially above the State laws. 

The unique provision in the railroad law of sickness benefits, at the entire ex- 
pense of the railroads, in itself makes the present Railroad Unemployment In- 
surance Act about 55 percent more liberal than the State laws, none of which 
require the payment of sickness benefits by the employer. 


UNEMPLOYMENT BENEFITS HAVE INCREASED MORE THAN WAGES AND COST OF 
LIVING SINCE 1938 


Disregarding now the special additional sickness and maternity benefits already 
provided by the Railroad Unemployment Insurance Act, and considering only 
the unemployment benefits of the present act. First, consider how those un- 
employment benefits have been increased since the original 1938 act. About 
1936 the States passed or put into effect unemployment compensation laws which 
included railroad employees. Two years later, in 1938, effective July 1, 1939, 
railroad employees were taken out from under the State unemployment laws and 
covered by a special law by enactment of the original Railroad Unemployment 
Insurance Act in 1988. Let’s look at the increases in benefits sinee that time. 
Railroad beneficiaries who became unemployed in the fiscal year 1951 were 
actually paid $23,719,000, excluding sickness and maternity benefits. A study 
made by members of our staff at my request indicates that with the wages in 
effect in 1938 and under the provisions of the original 1938 Railroad Unemploy- 
ment Insurance Act the beneficiaries of the fiscal year 1951 would have received 
approximately $9,800,000. This indicates that the automatic effect of changes in 
wage rates and the changes in the benefit rates and other liberalizations that have 
taken place in the Railroad Unemployment Insurance Act from the time of the 
original 1938 act to the law now in effect, have increased benefits, based on the 
pattern of unemployment in the fiscal vear 1951, by about 142 percent. As com- 
pared with that increase, full-time weekly or monthly wages have increased about 
120 percent and cost of living as measured by the Consumers’ Price Index has 
increased about 89 percent. 


AVERAGE RAILROAD UNEMPLOYMENT BENEFITS, ADJUSTED TO SAME PROPORTION OF 
RENEFICIARIES IN THE TOP BRACKET AS THE STATE. AVERAGES EXCEED THE STATE 
AVERACE BENEFITS 


Still disregarding the additional sickness and maternity benefits already pro- 
vided by the Railroad Unemployment Insurance Act, let us see how the unemploy- 
ment benefits provided by the railroad law compare with the unemployment 
benefits provided by the State laws. A common comparison, because simple and 
readily available, is between the average of weekly benefits paid all groups of 
benefiiciaries under the State laws and the average for all groups of beneficiaries 
under the railroad law. For example, under State laws the average weekly 
benefit for total unemployment for the calendar year 1950 was $20.76 (table 18, 
Statistical Supplement, Labor Market and Employment Security, April 1951), 
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whereas under the railroad law the average for total unemployment, excluding 
sickness, for the fiscal year 1951 was $17.38. The comparison of $20.76 with 
$17.38 would seem to indicate that the railroad schedule of benefits is lower than 
the average of the State schedules. However, such a conclusion would be un- 
warranted. It is a well-known principle of statistics that conclusions based on 
mere “‘averages’’ must be reached with caution. The trouble here is that these 
two averages are not based on the same proportions of low and high earners. An 
illustration is the variation from year to year of the average weekly payments 
under the Railroad-Unemployment Insurance Act. 

I have prepared the following table to show how varying proportions of bene- 
ficiaries in the highest earning bracket affect the weighted average weekly rates, 
and also to give a rough idea of what the average railroad unemployment weekly 
benefits would be if based on as high a proportion of beneficiaries in the top bracket 
as occurs in the State systems. 


Percent of 


: Average 
beneficiaries | penefts net 
est or maxi- caked Guite- 
mum benefit . 

rate ployment 
Railroad 
Unemployment 
Fiscal year— 1948 hiss 23 $17. 50 
1949 " icin tees etéu oil 35 19. 21 
1950 i . ; ng ad 45 19. 82 
1951. _. : a ceived ‘ ahaa 24 17. 38 
Sickness 
Fiscal year—1948 Gbviumnk : ; <n 59 23. 21 
1949. _- corohane 59 23. 31 
1950 . , pichneteitncbinil 67 23. 56 
1951 ; : : é 68 23. 52 
States: 
Unemployment 
Calendar year—1948 sic ae 54 19. 03 
1949 tade ‘ r ‘ 60 20. 48 
1950 hese sities Se ates ete his 54 20. 76 
1951 ie sare lala canes ae aes ? 21.08 


Source: The weekly rates for railroad total unemployment are from Bureau of Research of Railroad 
Retirement Board; the weekly rates for railroad total sickness are calculated from statistics in August 
Monthly Reviews; the percentages and weekly rates for 1948, 1949, and 1950 for the States are from table 18, 
Statistical Supplement, Labor Market and Employment Security, April 1951. 


Now referring to the table, you will note that the weekly railroad sickness 
benefits in lines 5 to 8 are $4 to $6 higher than the weekly railroad unemployment 
benefits in lines 1 to 4. Both come from the same schedule of daily benefit 
rates in the law. The $4 to $6 difference is due entirely to larger proportions of 
the sickness beneficiaries being in the higher earning and benefit brackets. You 
will note that the average unemployment benefits shown in lines 1 to 4 (which 
average $18.50) are based on only 23 to 45 percent (average 32 percent) of the 
beneficiaries being in the highest bracket. On the other hand, the sickness 
benefits shown in lines 5 to 8 (average $23.40) are based on larger ‘proportions of 
beneficiaries in the highest bracket, namely, 59 to 68 percent (average of 63 
percent 

Now looking at lires 9 to 12 which give the average figures of the States for 
unemployment benefits, you will note that 54 to 60 percent are at the highest 
or maximum benefit rate. Now if the pattern of unemployment on the railroads 
were the same as under the State systems, so that the same proportion (54 to 
60 percent) were in the highest bracket, it would appear that the railroad average 
would be about $22 per week, or somewhat in excess of the State averages in 
lines 9 to 12. It seems to me that this adjustment, which of course cannot be 
made with exactitude, indicates that the present railroad benefit schedule is 
somewhat higher than the average of the present State formulas. 


COMPARISON WITH STATE MINIMUM AND MAXIMUM 


A comparison with average minimum aud maximum provisions of the State 
laws is something that can readily be made and is pertinent. Of the information 
available for the States, the provisions of State laws including any legislative 
changes made up to December 1, 1951, even if not effective until later, as tabulated 


Cn ce a nn 





sss 
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on pages 13, 14, and 15 of the Social Security Bulletin of December 1951, appear 
to be the most readily usable. Averages with respect to the more important 
provisions of those State laws (including those of the District of Columbia, 
Alaska, and Hawaii) are compared in the table below with corresponding provi- 
sions of the present Railroad Unemployment Insurance Act and with the pro- 
visions proposed in H. R. 6525. Allowances for dependents are omitted from 
the following table because only 11 States have such provisions and because 
the amounts they pay for dependents constitute only about 1 percent of the 
total paid*by all States for unemployment. 


States 

4, saat P's | ci Railroad 

Provision present H. R. 6525 
Simple Weighted law 
average average ! 

Minimum weekly benefit for total unemployment $7. 26 $8. 58 $8. 75 $15.00 
Maximum weekly benefit for total unemployment | 24. 50 26.45 25.00 | 37. 50 
Maximum total benefits payable in benefit year 552. 90 647.00 650. 00 975. 00 
Maximum weeks of total unemployment payable 22 | 24 26 26 


! Weighted averages were obtained by weighting according to number of beneficiaries in the calendar 
year 1950. 


A LIMITATION ON MAXIMUM BENEFITS IN STATE LAWS NOT CONTAINED IN THE 
RAILROAD LAW AND WHICH DISPARITY WOULD BE INCREASED BY H. R. 6525 


In most States the maximum amount of benefits, in addition to being restricted 
to a certain number of weeks, is further limited to a certain maximum proportion 
of the base-year earnings. The most general limitation is that total benefits 
shall not exceed one-third of the total base-year earnings. There is no such 
restriction in the Railroad Unemployment Insurance Act. Under the present 
schedule of payments in the Railroad Unemployment Insurance Act, a relatively 
small proportion of beneficiaries (around 10 percent in fiscal year 1951) actually 
receive more than one-third of their base-year earnings. With the schedule of 
rates proposed by H. R. 6525, however, it would be possible for beneficiaries paid 
at all but the highest 3 rates to receive more than one-third of base-year earnings 
in benefits. At the lower rates in the proposed schedule the benefits are entirely 
out of proportion to the base-year earnings, going up as high as 130 percent of the 
base-year earnings for an employee with base-year earnings of $300. The follow- 
ing table shows the number of beneficiaries in fiseal year 1951 with base-year 
earnings of $300 to $1,200 who exhausted benefit rights, the benefits they would 
receive under the proposed schedule, and the percent these benefits would have 
been of their base-year earnings. 


Numberwho| Proposed maximum bene- 
drew bene- fits 

s for 28 

Base-year earnings Soe ne 
; F Percent of 


year 1951 Amount base-year 

earnings 
$300 to $474. 1, 480 | $390 130-82 
$475 to $749 1, 620 455 o6-61 
$750 to $999 . | 1, 480 520 69-52 
$1,000 to $1,299 i 5 ‘ 4 ‘ 1, 460 585 58-45 


Norte.—At least 20 percent of all beneficiaries during the fiscal year 1951 would have received more than 
one-third of their base-year earnings if the proposed schedule had been in effect 


OTHER RESPECTS IN WHICH THE PRESENT RAILROAD UNEMPLOYMENT SYSTEM IS 
ALREADY MORE LIBERAL THAN THOSE OF THE STATES 


1. All State laws prohibit the payment of unemployment benefits to strikers. 
Radically contrary is the railroad unemployment system under which, in practi- 
cally all cases, strikers are paid unemployment benefits. If the act is to be 
amended, certainly the payment of benefits to strikers should be prohibited the 
same as in all the State laws. 
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2. Of the four States that have sickness (temporary disability) laws, three of 
them specifically prohibit payment of benefits for maternity, and while the other 
State law provides for sickness benefits in maternity cases, it is for a shorter 
length of time than the Railroad Unemployment Insurance law, and is at the 
expense of the employees. In contrast, the Railroad Unemployment Insurance 
Act provides for Nation-wide payment of maternity benefits. These average 
about $535 per case, and aggregate about $2,000,000 per year. About two-thirds 
of the women do not return to work. The entire cost is on the railroadg. I have 
never heard any railroad man attempt to justify this maternity provision. If 
the act is to be amended, the maternity provision should be eliminated. It 
should be remembered that under no State law are even sickness benefits payable 
at the expense of the employer. 

3. Under most State laws the taxpaying employer can under certain conditions 
object in the administrative proceedings and also obtain court review if he thinks 
that payments of certain unemployment benefits to his employees, or former 
emplovees, by the State agency are contrary to the State law. Under the Rail- 
road Unemployment Insurance Act, the taxpaying railroad employer does not 
have that right, according to a recent decision of the Court of Appeals for the 
Seventh Circuit in Railway Express Agency, Inc. v. Kennedy, et al. (189 F. 2d 801, 
certiorari denied in 342 U.S. C. 830). 

t. Under the railroad law a man who quits a job without good cause, or who 
refuses to accept suitable work is disqualified from receiving unemployment bene- 
fits for 30 calendar days. All States have related provisions. In some of them 
the disqualification is complete. In a great majority of the others the disqualify- 
ing period is longer than 30 days (pp. 11, 12, Statistical Supplement, Labor Market 
and Employment Security, April 1951). 

5. All States disqualify for varying lengths of time a man who has been sus- 
pended or discharged for misconduct. The railroad law does not disqualify, but 
on the other hand, pays unemployment benefits in such a case just the same as if 
the man had been laid off due to lack of work. 

6. Practically all State laws provide that in cases of partial unemployment no 
benefits are payable when the earnings from part-time employment equal or exceed 
the weekly benefit amount. Where the earnings fall below such amount the 
benefit is reduced by the amount of the part-time earnings less an amount varying 
by States but averaging about $3.50, designed to serve as an incentive to a man 
to continue part-time work. For example, a man otherwise entitled to the typical 
State maximum of $25 weekly benefit, who worked 1 day a week earning $13, 
would be paid an unemployment benefit for that week of $25 reduced by earnings 
of $13 plus the incentive of $3.50 or $15.50. The railroad law is more liberal. 
It pays in 2-week periods, and would pay the same man who worked a day each 
week, 10 days less 2 days worked, or a net of 8 days at $5 (the present maximum) 
per day, or $40 for the 2-week period. That is, $20 per week compared with the 
typical State payment of $15.50. As a second example, suppose a man worked 
2 days a week at $13 a day. Under the typical State law he would get no unem- 
ployment benefits because his weekly earnings of $26 would exceed the State 
unemployment maximum benefit of $25. Under the railroad law, however, if 
similarly qualified for the top-bracket rate of $5 per day, he would get $15 per 
week (10 possible compensable days in a 2-week period less 4 days worked leaves 6 
actually compensable days at $5) 


The Cuarrman. If you ied to make any statement summarizing 
it, you may do so. 

Mr. Squire. It will speak for itself, sir. 

The CuatrmMan. Thank you very much. 

Mr. Squrre. Thank you. 

The Cuarrman. That will conclude the hearings. 

Mr. Sounsy. Mr. Chairman, might I make one request? I do not 
know whetber we will desire to or not, but I would like to have the 
privilege on behalf of the opponents of this bill to file a written state- 
ment in answer to the statement that has just been led by Chairman 
Kennedy of the Board. I do not know whether we will want to or 
not, but in the event that we think there is anything in there that 
ought to be answered, we would like to have an opportunity to do it. 

The CHarrMan. Very well. 


fc 
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Mr. Sousy. What would be the limit on that? 

The CuarrMan. In the next 10 days. 

Mr. Sousy. That would be fine. Thank you very much. 

Mr. Scnornnr. Mr. Chairman, on behalf of the proponents of the 
bill, I think we will have some brief comments by way of rebuttal. 
| would like also the privilege of filing that with the committee. 

The CuarrmMan. Yes. The proponents of the bill may have the 
same right to submit a statement or answers to the testimony that 
has been put in this morning. 

Mr. Scuogene. That is right. 

The CHarrmMan. Thank you, gentlemen. The committee will have 
a big job on its hands now. It will require some very hard work on the 
part of the staff of the committee. We appreciate the cooperation 
you have given us. 

The hearing is now closed. 

(The following were later supplied for the record:) 


SUPPLEMENTAL STATEMENT OF JAMES M. Soupy, GENERAL SOLICITOR OF THE 
ASSOCIATION OF AMERICAN RAILROADS 


This statement is submitted by James M. Souby, general solicitor of the Associa- 
tion of American Railfoads, pursuant to leave granted by Chairman Murray at 
the conelusion of oral hearings on 8S. 2639. It is confined to a discussion of the 
presentation made by Mr. William J. Kennedy, Chairman of-the Railroad Retire- 


ment Board 


CENERAL QUALITY OF CHAIRMAN KENNEDY'S PRESENTATION 


The general quality of Chairman Kennedy’s presentation is fairly well indicated 
by what he said orally at the time he presented his written statement. He gave 
as his reason for supporting the proposed liberalization of benefits under the 
railroad unemployment insurance system his conviction that the present benefits 
are woefully inadequate. In an attempt to establish their inadequacy, he painted a 
pitiful picture of a man, with a wife and children dependent upon him for support, 
who is laid up in an expensive hospital and receiving a sickness benefit under the 
present railroad system of only $8.75 per week. He completely overlooked the 
fact that if the proposed amendment were now in effect this poor fellow would not 
be drawing any benefits at all, since the $8.75 weekly benefit is payable only to 
persons with base year earnings below $275 and the proposal here is to raise the 
minimum qualifving amount to $300. And that, by the way, is the only feature 
of the proposed amendment which has the slightest justification. 

A similar tendency to disregard essential facts pervades the chairman’s entire 
presentation. For example, in undertaking to compare the railroad system with 
the various State systems with respect to liberality of benefits, he confines his 
comparisons entirely to the matter of the benefits for unemployment, in complete 
disregard of the sickness benefits which the railroad system, alone of all existing 
unemployment insurance systems, also pays at the sole expense of the employers. 

For example, on page 10 of his written statement he says that “‘In 16 States 
with 60 percent of the covered workers, the maximum amount payable for a year 
exceeds the maximum for unemployment under the Railroad Unemployment 
Insurance Act.”’ This statement is not even colorably supportable if sickness is 
to be regarded as merely one form of unemployment, as the sponsors of the bill 
have so long and so persistently contended. In no State system can anyone 
receive &@ maximum amount of employer-financed benefits even approaching those 
payable in a benefit year for both unemployment and sickness under the Railroad 
Unemployment Insurance Act. 

Again, on page 10 of his written statement, we find the chairman emphasizing 
the fact that ‘‘in Massachusetts it is possible for the unemployed worker with 
dependents to receive as much as his average wages before he became unem- 
ployed.’’ He completely ignores the fact that under the railroad system, with 
no allowances for dependents, the benefits quite frequently are far greater than 
the average wages of the beneficiary while in railroad employment. This was 
shown in my testimony where I gave an actual example of a matron who had 
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worked every month in the year for a railroad in 1949, earning an average of 
$20.80 per month. On the strength of those earnings, she drew benefits of $43.33 
per month for 6 months, or more than twice her average monthly earnings while 
working. If she had happened to get sick after exhausting her unemployment 
benefits she could have gone on drawing the $43.33 per month for another 6 months. 


GENERAL TEMPER OF CHAIRMAN KENNEDY’S PRESENTATION 


In his oral remarks at the time he presented his written statement, Chairman 
Kennedy made it quite clear that he was not at all concerned whether the amend- 
ment proposed in the pending bill would result in benefits for unemployed or sick 
railroad workers far in excess of those provided for workers in other industries 
under the various State unemployment compensation systems. In fact, he said, 
he thought that would be a most desirable result. A similar sense of utter irre- 
sponsibility for the results of the bill which he is championing pervades his entire 
presentation. 

For example, other administrators of unemployment insurance programs regard 
it as being just as essential to safeguard against the payment of excessive benefits 
as it is to provide adequate benefits. But not Chairman Kennedy, as evidenced 
by his utter disregard for the fact that under the bill which he is championing 
(as also under the present law) many persons could receive benefits while not 
working, far in excess of what they earned while working. This does not refer 
merely to total benefits. As shown in the actual case of the matron mentioned 
above, it applies to the monthly benefits, as well as to total benefits. 

The Chairman himself says (pp. 7-8 of his prepared statement) that ‘‘workers 
earning less than $300 per month in the railroad industry ‘are generally employed 
elsewhere in part of the base vear.’”’ That is equally trve of workers earning con- 
siderably more than $300 in their base year. This is obvious when it is re- 
membered that the minimum weekly straight-time pay on the railroads is now 
over $55, so that earnings of $300 represent at most less than 6 weeks of railroad 
work. Quite obviously, railroad work could ordinarily represent but a small 
fraction of the base vear work of any man who could qualify only for the proposed 
minimum of $15 per week. Yet all who could so qualify would be entitled to 
benefits at the rate of $65 per month for a possible duration of 12 months (6 
months each for unemployment and sickness), a potential maximum total of $780, 
or $480 more than the base year earnings on account of which the benefits would 
be paid. Judging from what appears at the bottom of page 3 of his written state- 
ment, so long as the benefits do not represent ‘‘a princely income,’’ the Chairman 
would hardly regard them as excessive. 

Again, other administrators of unemployment insurance programs regard it as 
being just as essential to safeguard against the payment of benefits to persons who 
do not deserve them as it is to provide reasonable benefits for those who do de- 
serve them. Not so Chairman Kennedy. For example, the railroad unemploy- 
ment insurance system stands alone among all unemployment insurance systems 
in its failure to disqualify for benefits for any period a person whose unemploy- 
ment is due to the fact that he was discharged or suspended from his last job for 
good cause. It also stands alone among all unemployment insurance systems in 
its failure to provide an effective disqualification of a person whose unemploy- 
ment is due to the fact that he is on a strike. In making no recommendation for 
an improvement of the act in these respects, Chairman Kennedy’s attitude is in 
striking contrast with that of other administrators of social insurance programs. 

From the very beginning of unemployment compensation systems, it has been 
recognized that unemployment compensation should not be used to provide 
strike benefits. The President’s Committee on Economic Security, whose work 
in 1934 was the basis for the Social Security Act, recognized this basic fact. 

The Committee consisted of the Secretary of Labor, as chairman, and other 
high Government officials, and its staff consisted of outstanding experts in un- 
employment insurance and other social-security fields. After completion of its 
work, Mr. Edwin C. Witte, Executive Director of the Committee, prepared a 
summary of its reports and recommendations. On page 125 of this official publi- 
cation is the following statement: 

“Labor disputes—In order that the unemployment compensation fund may 
not be used as an instrument for or against labor disputes, most European systems 
of unemployment insurance disqualify from benefits for the duration of a strike 
or lock-out those employees whose unemployment is a direct result of the labor 
dispute still in active progress in the establishment in which he is or was last 
employed. The States will no doubt want to include a similar provision. This 
should be carefully defined so as to avoid injustice or discrimination.” 
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This recommendation has been followed in every American unemployment 
insurance law—except the Railroad Unemployment Insurance Act. 

The question of the usual strike disqualification of State laws came up in con- 
nection with the 1939 amendments to the Social Security Act. During the Ways 
and Means Committee hearings on those amendments, the Social Security Board 
recommended a series of State-benefit standards. These did not include any 
standards affecting the strike disqualifications. Mr. Robertson (now Senator 
Robertson), a member of the committee, asked Mr. Altmeyer, Chairman of the 
Social Security Board, about strike disqualifications, saying: 

“Certainly we don’t want to take any governmental action that would encourage 
strikes.”’ 

Mr. Altmeyer responded: 

“l tried to make it clear that when I spoke of liberalization and making the 
benefits more adequate, I was speaking of involuntary unemployment”’ (p. 2333, 
hearings relative to the Social Security Act amendments of 1939, before the 
Committee on Ways and Means, 76th Cong., Ist sess., vol. 3). 

More recently, Mr. Robert C, Goodwin, Director of Unemployment Security, 
United States Department of Labor, in testimony presented by him in December 
1950 at hearings before the Ways and Means Committee on H. R. 8059 in the 
Eighty-first Congress, said: 

“All State laws * * * disqualify workers who leave their work without 
good cause, are discharged for misconduct connected with their work, who refuse 
suitable work without good cause, or whose unemployment is due to a labor 
dispute. Both the Bureau and the States recognize that disqualification for these 
causes is necessary. Such provisions limit the payment of benefits to unemploy- 
ment due to the risk the laws were originally intended to insure; the risk of in- 
voluntary unemployment due, generally, to the inability of the claimant to find 
suitable work.” 

Mr. Goodwin also testified, at the request of Senator Neely, on a bill (S. 3257) 
introduced by the latter in the Eighty-first Congress to liberalize the District of 
Columbia Unemployment Compensation Act. The bill, which had the support 
of the Washington Central Labor Union, proposed, along with its liberalization of 
benefits, to lengthen the periods of disqualification for various causes. Mr. 
Goodwin said with respect to this feature of its proposals: 

“It has been pointed out that, as the benefits are made more adequate, the 
qualifying wage requirements are made more strict. The same is true of the 
disqualification provisions. These provisions delineate the risks to be covered 
by the program. As was indicated at the beginning of this statement, unemploy- 
ment insurance is designed to protect workers who are involuntarily unemployed, 
are able to work and willing to accept work. Hence the laws prescribe that 
workers who leave work voluntarily without good cause or are discharged for mis- 
conduct connected with the work or refuse suitable work shall be disqualified for 
a period. The existing District of Columbia law disqualifies a worker who left 
work voluntarily or refused suitable work for the week of the disqualifying act 
and the three following weeks; a worker who is discharged for misconduct is dis- 
qualified for that week and up to the four following weeks. 

“‘S. 3257 would increase the disqualification period for all these causes from the 
week of the disqualifying act plus the 5 weeks of consecutive unemployment im- 
mediately following. It would set a reasonable period after which a claimant’s 
unemployment should be compensated, because it may be said to be the result of 
labor-market conditions and no longer due to his own disqualifying act.’ 


MORE DETAILED ANALYSIS OF THE KENNEDY STATEMENT 


1. The Chairman’s arguments for adopting the proposed new schedule of bene- 
fits are not based on an evaluation of all significant facts but, instead, on certain 
carefully selected facts to the exclusion of all others. 

For example, the whole argument under the heading ‘‘Need for increase in 
lower-wage brackets’’ is based on the increasing degree to which, because of 
increased wage rates, these brackets provide weekly benefits which are relatively 
small in comparison with the full-time weekly wages of many of the beneficiaries 
who fall within those brackets. On this basis alone he concludes: 

“It is necessary to increase rates all along the line as is proposed by the bill 
under discussion. This will help to restore the relationship of benefits to earn- 
ings to a more equitable basis.” 

He thus limits his argument to the relationship of the weekly benefit to the 
full-time wages of employees, in utter disregard of the fact that under the rail- 
road system benefits are not based on a man’s rate of pay while working, but on 
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his total earnings in his base year, regardless of the time which they were éarned, 
and in utter disregard of the fact that a man whose base-year earnings fall in 
these lower brackets could not possibly have worked more than a few months, or 
more than a few days in each month, of his base year. He thus also completely 
ignores the important matters of part-time workers, the length of service which 
should be required to qualify for any benefits at all and the duration of benefits 
for those who can barely qualify. 

2. An analysis of the significant facts ignored by the Chairman leads to a con- 
clusion directly opposite to his conclusion that the proposed new schedule is 
justified. 

rhe benefit of $3 per day, or $15 per week, now applies to persons with total 
base-year earnings of from $1,000 to $1,299.99. ._The proposal which the Chair- 
man supports would make this the minimum benefit and make it applicable to 
persons with base-year earnings of only from $300 to $474.99. The last published 
statistics of the Board dealing with ‘“‘months of service,” show that in 1949 over 
1,500 railroad employees who worked in every month of the year had total wages 
falling within this $300 to $474.99 bracket, which means that they had average 
earnings of only from $25 to $40 per month. These are, of course, either persons 
who work only 2 or 3 days a month, such as extra payroll clerks, or persons who 
are employed around an hour a day, such as part-time station agents at country 
stations. Under the proposed schedule, such persons would receive $65 per month 
when unemployed or sick for a maximum period of 6 months in each case, or for 
a potential period of 12 months in each benefit year, though their maximum 
earnings from their railroad employment averaged only from $25 to $40 per 
month. 

When it is recalled that the minimum straight-time weekly wage now paid by 
the railroads is over $55, it is obvious that the beneficiaries falling within this 
proposed $300 to $474.99 bracket would be persons who worked only on a part- 
time basis in their base year or persons who worked full-time for less than 9 
weeks. These would all qualify under the proposed schedule for a potential 12 
months of benefits at $65 per month, or in a potential total amount of $780, 
ranging from $305 to $480 in excess of their qualifving base-year carnings. 

On page 9 of the chairman’s statement, he asserts that “State laws are par- 
ticularly advantageous to workers with less than full emplovment in the base 
period.”’ This, he says, “is because most State laws base the weekly benefit 
amount on a fraction of the high-quarter earnings rather than the total for the 
vear as does the Railroad Unemployment Insurance Act.” He completely 
ignores the fact that, except for their own election to persuade the Congress to 
set up a separate system of their own design, railroad employees would now 
enjoy all the alleged advantages of the State systems. He also ignores the fact 
that in basing benefits on total base-year earnings the railroad system is far 
more advantageous to part-time workers, as distinguished from short-time 
workers, than it would be if it followed the plan of most State laws and based 
benefits on high-quarter earnings. 

As an example of the alleged more advantageous treatment of short-service 
employees under the State systems, he refers to the Illinois system, under which 
an employee earning only $600 in his base year ‘“‘might be eligible for benefits of 
$27 per week but could at tne present time receive only $11.25 a week in railroad 
benefits.”’ He sees no point in mentioning that the benefit for such a person under 
Illinois law might just as well be $10 per week as $27 per week, depending on how 
the $600 in earnings might be spread over the 12 months of the base vear. While 
admitting that this apparently greater liberality of the Illinois system “‘is offset 
to some extent, of course, for total possible benefits in a vear,’’ he does not indicate 
the extent to which it is in fact offset. Instead, he forsakes Illinois entirely and 
refers to the fact that all benefits under the railroad system run for the maximum 
period of 26 weeks ‘‘as compared with a variable maximum related to base-vear 
earnings under most, but not all, State laws.’”” Thus, not a word as to the situa- 
tion in this respect in Illinois. As a matter of fact, under the Illinois law the 
benefit for base vear earnings of $600 would be payable for a maximum period 
of 10 weeks, as compared with the 26 weeks for which unemployment benefits 
are payable under the railroad system and the additional 26 weeks for which sick- 
ness benefits are payable. 

Thus, under the proposed schedule, a man with base-vear earnings of $300 to 
$474.99 could collect a potential total of $780 in benefits for unemployment and 
sickness in a single benefit vear. Under the Illinois law a person must have basc- 
year earnings of $400 to qualify for any benefit at all and the maximum total 
payable in benefits for earnings of that amount is $200. | 

Under the present law, the daily benefit rate of $4, or $20 per week, applies to 
persons earning from $1,600 to $1,999.99 in their base year. The proposed 
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schedule would make that benefit applicable to persons earning only from $750 
to $999.99 in their base vear, thus providing potential total benefits of over $1,000 
in & single benefit year to persons with total base-vear earnings substantially less 
than that amount. This monthly benefit of $85 would be payable to steady 
part-time workers with average earnings as low as $62.50 per month. Under the 
[illinois law, these would receive a benefit of $10 per week, or about $43 per month, 
in &@ maximum total amount of about $275. 

The recommended schedule would reduce the base year earnings bracket now 
carrying the $5 daily benefit rate from the present $2,500 and over to from $1,300 
to $1,599.99. This would qualify for benefits at a rate of $108.33 per month, and 
in @ potential total amount of $1,300, persons who had worked in 12 months of 
the year at average earnings of from $108.33 to $133.33 per month. The Illinois 
law would pay such persons from around $65 to around $80 per month and 
would in no event, regardless of the monthly rate, pay a maximum total in excess 
of $530. 

3. With one slight exception, in all the conclusions stated by him with respect 
to the relative liberality of benefits under the railroad system and the State 
systems, the Chairman is careful to refer only to unemployment benefits, com- 
pletely ignoring the benefits for sickness and maternity which the railroad system, 
alone among all unemployment compensation systems, provides at the sole 
expense of the employers. In the one brief mention which he makes of sickness 
benefits, he ignores the fact that of the four State systems which provide for 
sickness benefits two impose none of the cost, and the other two impose only a 
minor part of the cost, on the employers. He also completely ignores the fact 
that under three of these four State systems benefits for maternity sickness are 
specifically excluded. 

Only by ignoring all sickness benefits, which last year amounted to more than 
one-half of all benefits paid under the railroad system, and only by ignoring the 
contention made by the sponsors of this bill that sickness benefits are in fact 
benefits for a particular form of unemployment, could the Chairman find even 
colorable support for the conclusion stated on page 2 of his written statement that: 

“Vast improvements have been made in recent years in the State unemploy- 
ment laws with the result that the unemployment benefit provisions for railroad 
workers are now surpassed by those in the States with more than half of our Nation’s 
workers.’’ [Italics supplied.] 

The same is true with respect to the assertion on page 10 of his written state- 
ment that: 

“In 16 States with 60 percent of the covered workers, the maximum amount 
payable for a year exceeds the maximum for unemployment under the Railroad 
Unemployment Insurance Act.” 

Under no State system can beneficiaries receive & maximum amount of benefits 
at the sole expense of the employers even approaching those payable in a benefit 
year under the railroad system. Yet, the sole reference to sickness benefits made 
by Chairman Kennedy in the course of his comparison of benefits under the 
railroad system with those under the State systems is on page 10 of his written 
statement, where he says: 

“The maximum payment under three of the laws of the four States which pay 
sickness benefits is higher than ours and in the fourth State it is the same as under 
our law. In one State, California, hospital benefits are paid in addition to sick- 
ness benefits. Incidentally, these States, though few in number, contain a 
fourth of the employees covered by State unemployment compensation laws.’’ 

In any comparison of these four State systems with the railroad system the 
basic consideration is that railroad employees pay nothing for the protection 
afforded them in the way of sickness benefits, whereas under the only four State 
svstems which afford such protection the employees pay all or the major part of 
the cost. In California and Rhode Island they pay the entire cost through a 
payroll tax of 1 percent. In New Jersey the cost is financed by a tax of % percent 
on the employees and 4 percent on the employers. In New York the tax on the 
employees is 4% percent on all wages up to $60 per week, with the balance of the 
cost, if any, to be borne by the employers. 

Obviously, no fair comparison of the over-all liberality of systems can ignore 
the matter of who pays for the benefits. This point, however, is not even men- 
tioned in the Chairman’s statement. Nor, although he mentions that in Cali- 
fornia “hospital benefits are paid in addition to sickness benefits,’’ does he deem 
fit to mention that in California, New Jersey, and New York maternity benefits 
are specifica'ly excluded. 

Also in pointing out that the average of all weekly benefits paid for unemploy- 
ment under the railroad system in 1951 was lower than the average of those paid 
under all the State systems, the Chairman does not see fit to mention the fact that 
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the average of the larger amount of sickness benefits paid under the railroad 
system in the same year was much higher than for the unemployment benefits. 
He refers to his table 4 for his comparison. That table-also ignores the sickness 
benefits, but does not make clear that it does so. 

The Chairman also pays no regard whatever to the fact that, for the many 
reasons pointed out in my testimony, the averages of all benefits paid under 
systems that differ as widely in essential features as do the railroad system and 
the various State’ systems afford no indication whatever as to their relative 
liberality. As I then pointed out, the average benefit under the railroad system 
could immediately be increased to $25 per week by merely deliberalizing the system 
to the extent of raising the qualifying amount to $2,500 and striking out from the 
benefit schedule all but the bracket carrying the $5 daily rate. 

#. Attempt to relate the proposed increase in benefits to the increase in wages 
since 1946. 

One of the principal reasons urged by Chairman Kennedy in support of the 
proposed liberalization of the benefit schedule is that ‘‘earnings per week are 
currently (1951) 33 percent higher [than in 1946]. But the average payment per 
week for unemployment in the year ended June 30, 1951, was only a few cents 
higher than in the first vear after the 1946 amendments. Table 4 shows these 
figures.”’ (P. 3 of written statement.) 

He completely overlooks the fact that the new benefit schedule proposed in the 
bill would result in an increase in benefits far greater than the increase of 33 
percent which he says has occurred in weekly earnings since 1946. For example, 
a man with base-year earnings of $1,250 in 1946 would have been entitled to a 
weekly benefit of $15 under the present schedule. Based on the average increase 
of 33 percent in weekly pay since 1946, his corresponding base-year earnings today 
would be $1,662, for which his benefit under the present schedule would be $20, 
an increase of 3344 percent with no change in the benefit schedule. Under the 
proposed schedule, the benefit for base-year earnings of $1,662 would be $27.50, 
an increase of 83 percent over the 1946 level, far more than double the 33 percent 
increase in weekly wages since 1946. That this is not a greatly exaggerated 
example of the results of the bill is shown by the tabulation on the following page. 

That tabulation sets up in the first column assumed base-vear earnings in 1946. 
In the second column it shows the corresponding base-year earnings today, assum- 
ing an increase between the two periods of 33 percent. In the third column it 
shows the present weekly benefit rate for earnings of each of the amounts shown in 
the first column. In the fourth column it shows the proposed daily benefit rate 
for earnings of each of the amounts shown in the second column. In the last 
column it shows the percentage of increase in benefits that would rssult in each 
instance under the proposed schedule. It will be noted that the increases range 
from 40 to 80 percent. In the case of base-year earnings below $1,300 in 1946 
the percentage of increase is almost uniformly greater than 66% percent. 


La ‘ 
| Corresponding 


| base-period | Weekly benefit} Proposed Percent i 
wages today, under present | weekly benefit 7 en de 
Base-period earnings in 1946 | assuming 33 | schedule based based on | cn 7 und c 
| ; Pores meg proposed new 
|} percent in- on 1946 earn- | present | schedule 
| crease over ings | earnings | ae 
1946 
| $399 $10. 00 $15. 00 | DO 
532 10. 00 17. 50 | 75 
665 11. 25 17. 50 | 55. 6 
798 11. 25 | 20. 00 | 77.8 
931 11. 25 | 20.00 | 77.8 
1, 064 12. 50 | 22. 50 | 80 
1, 197 12. 50 22. 50 | SO 
1, 330 15. 00 25. 00 6634 
1, 463 15. 00 25. 00 662% 
1, 596 15. 00 25.00 | 6634 
i 17. 50 27. 53 | 57.1 
1 17. 50 27. 50 57.1 
1, 17. 50 27. 50 | 57.1 
2, 20. 00 30. 00 5O 
2: x 30.00 | 50 
2,3 20. 30. 00 50 
2.5 ; 32. 50 | 62.5 
2:6 32. 50 | 44.4 
2, 32. 50 | 44.4 
2, 32. 50 | 44.4 
3 35. 00 | 55. 6 
3, 35.00 | 55.6 
3, 3% 35.00 | 40 
3, 35. 00 | 40 
3,! 37. 50 | 50 
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5. Attempt to relate average benefits to weekly wages: In emphasizing the fact, 
shown on his table 4, that “the average payment per week for unemployment in 
the year ended June 30, 1951, was only a few cents higher than in the first year 
after the 1946 amendments,” the Chairman completely overlooks the fact, also 
shown on his table 4, that for fiscal year 1946, before the 1946 amendments became 
effective, the average weekly benefit for total unemployment was 30 cents higher 
than the average for fiscal year 1947, after the maximum benefit had been raised 
from $20 to $25 by the 1946 amendments. It was also 1 cent higher in 1946 
than in 1948 and 22 cents higher than in 1951. By reasoning on a parity with 
that which the Chairman would have us follow, the liberalization of benefits made 
in 1946 was utterly futile. 

The figures shown on his table 4 as the average weekly benefits relate to the 
benefits paid to persons who were fully unemployed. The actual averages of all 
daily benefits paid in each of the years are shown in his table 2. Here we find 
that the average daily unemployment benefit paid in fiscal year 1946, before the 
1946 amendments became effective, was only 1 cent less than the average paid in 
fiscal year 1947, after the 1946 amendments became effective and was I cent higher 
than the average paid in fiscal year 1951. This all goes to show the utter impro- 
priety of accepting the average benefits under any two systems of unemployment 
insurance as even remotely indicative of their relative liberality. 

As I pointed out in my previous testimony, under any benefit schedule the aver- 
age benefit paid in a given year depends on the number of persons with high 
base-year earnings and with low base-year earnings who become unemployed and 
on the lengths of time for which they happen to remain unemployed. While rising 
wage levels increase the number who could qualify for the higher benefits and 
reduce the number who could qualify only for minimum benefits, they do not 
affect the number who do actually qualify in either category. The true effect of 
rising wage levels is to increase the potential benefits for all potential beneficiaries. 
This, however, Chairman Kennedy completely ignores. 

For example, while, as shown in table 5 attached to the Chairman’s statement, 
93,849 persons had earnings in the benefit year 1946—47 sufficient to qualify them 
for the minimum benefit, this number had decreased to 35,331 for the benefit 
vear 1950-51. The number who could qualify for the rate just above the minimum 
dropped over the same period from 333,620 to 127,323. On the other hand, while 
772,938 had earnings sufficient to qualify them for the maximum rate in benefit 
vear 1946-47, this number had increased to 1,131,600 in benefit year 1950-51. 
Obviously, if the same percentage of those eligible in each earnings bracket actually 
drew benefits each year, the average benefit would increase with the average wage. 
In actual operation, however, those drawing benefits for unemployment in 1950-51 
varied widely from the percentage in 1946-47. In the latter benefit year, 4 percent 
of those eligible for the minimum benefit, and 7 percent of those eligible for the 
next higher benefit, actually drew unemployment benefits, while only 3.9 percent 
of those eligible for the maximum rate drew any benefits. If the same pattern 
had held in 1950-51, there would have been some 1,400 who drew benefits at the 
minimum rate and 8,900 who drew them at the next. higher rate. Instead, the 
actual numbers were 3,400 and 17,000, respectively, or about twice the relative 
numbers in 1946-47. If the 1946-47 percentage of those qualifying for the maxi- 
mum benefit had been repeated in 1950-51, 3.9 percent, or 44,100, would have 
drawn the maximum benefit. Actually, however, only 36,100 drew such benefit. 

Thus, despite the liberalization of the benefit formula in 1946, and despite the 
increase in wages since that year, there has been little change in the average 
daily rate of benefits, due to change in the pattern of unemployment during the 
period involved. It also should be added that average benefits are influenced 
materially by the minimum qualification requirement for each level of benefits. 
Obviously, the more difficult it is to qualify for the lower benefits, the fewer will 
potentially be payable, and under any pattern of unemployment this will be 
reflected in higher average benefits than if eligibility for small benefits were less 
strict. 

The decision to pay relatively small weekly amounts for 26 weeks to persons 
with short-time employment in their base year, rather than substantially larger 
amounts for a brief period, will necessarily be reflected in low-average benefits. 
The average is lowered not only by the fact that the low benefit is payable, but 
also by the fact that the long duration results in many small payments. Thus, 
a system producing relatively high-average benefits may be, in fact, a much less 
liberal system than is one under which the average payment is much lower. 

Accordingly, whether applied to “average wages while working’’, or compared 
with payments under some other system, the average benefit yardstick is one of 
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the most misleading of all standards that could be adopted. For this reason, the 
frequent and uncritical use of this yardstick by Chairman Kennedy to support 
his various conclusions completely discredits their soundness. 

6. Relative costs of the railroad system and the State systems of unemploy- 
ment insurance: For no conceivable reason, unless for the mere purpose of cloud- 
ing the real issue, the Chairman makes the assertion on page 2 of his written 
statement: 

“The railroads will continue to be better off financially under the Railroad 
Unemployment Insurance Act than they would be under State laws even though 
the contributions for the Railroad Unemployment Insurance Act pay for sickness 
benefits as well as unemployment benefits.’’ 

This conclusion is not even borne out by the carefully selected facts presented 
in support of it. As a matter of fact, its inaccuracy is admitted by the author 
himself when he says, on page 17 of his statement: 

“Tt is true, of course, that as of the present date, the railroads have paid some- 
what more in unemployment contributions than they would have if they had 
paid the average State rate from July 1939 to date. However, this difference 
will disappear in another year or two.’’ 

How anyone who up to now is admittedly worse off than someone else could 
possibly be expected to continue being better off is difficult to comprehend. 

On page 16 of his statement, the Chairman says: 

‘Because of the more conservative approach to financing under the Railroad 
Unemployment Insurance Act, it was possible in 1948 to reduce the contribution 
rate under the sliding scale adopted at that time to 0.5 percent. The rate under 
State laws, including the 0.3 percent Federal tax, has meanwhile ranged from 1.6 
to 1.9 percent.” 

What the Chairman euphemistically refers to as “‘the more conservative ap- 
proach to financing under the Railroad Unemployment Insurance Act’’ was the 
imposition on the railroads of a 3 percent payroll tax for 944 years, including the 
period during and following World War II when unemployment was at a minimum 
and when employers covered by the State systems who had good unemployment 
records were paying only a small fraction of this rate. While under the State 
systems employers comparable to the railroads were able to build up satisfactory 
reserves at very low tax rates, the railroads were forced to build up a reserve out 
of allreason. After all benefit payments, it had reached the figure of $956,282,000 
in 1948 when the sliding seale of tax rates was adopted. 

The Chairman does not set out these pertinent facts in undertaking to explain 
why “it was possible in 1948 to reduce * * * the rate * * * to 0.5 
percent.’’ Nor would the inference obviously intended to be drawn from his 
further statement that “‘The rate under State laws, including the 0.3 percent 
Federal tax, has meantime ranged from 1.6 to 1.9 percent,” be a correct one. 
While making no direct assertion as to what the railroads actually would have 
paid under State laws, he leaves it to be inferred that they would have paid the 
average rate. Asa matter of fact, even a casual review of the matter would make 
clear that, under the experience rating provisions of most of the State laws, the 
railroads would have paid much less than the average State tax rate. Benefit 
payments to their employees were relatively insignificant prior to the provision 
for sickness benefits and, except for 1 vear, the unemployment benefits have con- 
tinued to be relatively low. For example, in the fiscal year ending June 30, 1942, 
the benefits amounted to only 0.32 percent of the taxable payroll; in 1943 they 
amounted to only 0.05 percent; in 1944 to only 0.01 percent; in 1945 to only 0.02 
percent; and in 1946 reached only 0.48 percent. As a matter of fact, except for 
the addition of sickness benefits, the costs of benefits would have been less than 
1 percent of the payroll for every year of the history of the system except that 
ending June 30, 1950. 

In other words, if the railroads had been under the State systems over all these 
years, they would have-had the benefit of the minimum, or near minimum, rates 
due to their excellent record of underaverage unemployment. The present 
temporary rate of one-half percent which they are paying is attributable solely to 
the fact that they paid hundreds of millions of dollars in excess payments before 
receiving any relief from the 3 percent rate. 

The taxable payroll of the railroads from July 1, 1939, through June 30, 1951, 
was $47,209,000,000 and all benefits for unemployment alone amounted to 
$329,282,000. A 1 percent tax over the period would have amounted to 
$472,090,000, far in excess of the amount needed for benefits. Even with a 1.6 
percent rate, including the .3 percent Federal tax paid by employers covered by 
the State systems, the railroads would have paid in unemployment taxes for the 
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period July 1, 1939, to June 30, 1948, around $519 million, as compared with 
the $974 million actually paid at the 3 percent rate. The only indication of this 
in the Chairman’s statement is the mild remark already quoted that “It is true, 
of course, that as of the present date, the railroads have paid somewhat more in 
contributions than they would have if they had paid the average State rate.” 
Then to conclude the presentation which he made in support of his assertion at 
the outset that ‘The railroads will continue to be better off financially under the 
Railroad Unemployment Insurance Act than they would be under State laws 
even though the contributions for the Railroad Unemployment Insurance Act 
pay for sickness benefits as well as unemployment benefits,” he says, on page 17 
of his statement: 

‘By the end of fiscal year 1960 we estimate that the railroads will have achieved 
a net savings of $300 to $350 million under the amount they would have paid if 
thev had paid the average State rate for the entire period since the beginning of 
our benefit program.” 

This statement is difficult to reconcile with the cost estimate of 2.7 percent of 
payroll for the proposed future program and with the recent experience in fiscal 
year 1950 in which benefits amounted to 3.16 percent of payroll and would have 
amounted to about 4.5 percent had the proposed schedule been in effect during 
that vear. 

In any event, it is difficult to understand how a program paying unemployment 
benefits on a far more liberal scale than any State system, and in addition paying 
sickness benefits on the same basis as the unemployment benefits, all at the sole 
expense of the railroads, could possibly involve less cost to the railroads than would 
be the case if they were covered by the State systems instead of their own separate 
system. Certainly, the Chairman fell far short of explaining how this could 
conceivably come about. 


REBUTTAL STATEMENT OF LESTER P. SCHOENE ON BEHALF OF RariLbway LABOR 
EXECUTIVES’ ASSOCIATION 


Opposition to the enactment of the bill has been expressed from only two 
sources: (1) The Association of American. Railroads, supported by the carrier 
representative on the Railroad Retirement Board; and (2) the American Life 
Convention and the Life Association of America. I shall deal briefly with the 
arguments presented by each. 

The opposition of the railroads is based on the contention that the Railroad 
Unemployment Insurance Act is already more liberal than the State laws appli- 
cable to other industries and that under these circumstances there is no justifi- 
cation for subjecting the railroads to the increased rate of contributions that the 
revision of daily benefit rates would eventually bring about. 

The great bulk of the argument advanced by the carrier witnesses is devoted 
to a comparative analysis of the Railroad Unemployment Insurance Act and 
the various State unemployment compensation laws. I shall have some com 
ments on those comparisons but it should be pointed out first that the issue here 
is not primarily one of the comparative liberality of the railroad system and the 
State svstems. The proponents of the bill have not urged its enactment on 
the ground of its being necessary to match the liberality of State laws. Mr 
Harrison’s testimony states the basis upon which the enactment of the bill is 
primarily proposed, namely, that the change in values that has occurred since 
1940 and 1946 when the present benefit rates were established is such as to make 
it urgently necessary that the railroad unemployment insurance program be 
adjusted to present-day values so as to restore the degree of protection that rail- 
road employees formerly had. Mr. Harrison also pointed out bv reference to 
the Moody-Dingell bill and the President’s comments thereon that this same 
problem had reached emergency proportions under the State unemployment 
compensation systems. He commented, however, that the railroad system 
seemed to be in somewhat worse condition in this respect than the State laws 
and my table No. 5 shows this to be so. However, even if this were not so, the 
case for the enactment of the proposed amendment to the Railroad Act would 
be the same. That case, as stated above, rests on grounds to which comparisons 
with State laws are largely irrelevant and with respect to which relevant com- 
parisons are confined to benefit rates. 

It thus appears that the analyses made in the carrier testimony are almost 
wholly beside the point. In the effort to show the greater liberality of the railroad 
system as compared with State systems the carriers resort to comparisons of such 
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factors as minimum qualifying earnings, ratio of maximum annual benefits to 
minimum qualifying earnings, duration of benefits and the payment of benefits 
for unemployment due to sickness. Although it cannot be denied that all-of these 
factors are relevant to an over-all appraisal of comparative general liberality, the 
bill before the committee does not put them in issue here. In previots considera- 
tions of the railroad system Congress, having before it the corresponding provisions 
of State laws, has fixed the present qualifying conditions, the duration of benefits, 
the provision for paying sickness benefits, ete., and there is no proposal here to 
change any of these factors except the minimum qualifying conditions and in this 
respect the proposal is to establish less liberal rather than more liberal qualifying 
conditions. 

As Mr. Harrison pointed out in his testimony, the proposal to raise the minimum 
qualifying base year earnings requirements from $150 to $300 has the effect of 
restoring almost exactly the amount of qualifying employment required under 
present average wage rates to what it was in 1940 under then average wate rates, 
namely, approximately 1 month of full-time employment. If this change to- 
gether with the change in the lowest daily benefit rate had the effect of increasing 
the ratio of maximum annual benefits at the lowest daily benefit rate to the mini- 
mum qualifying base-year earnings the carriers might be right in considering that 
ratio to be in issue. However, the bill has exactly the opposite effect. Under the 
present law the total maximum annual benefits that could be paid at the minimum 
daily benefit rate is slightly over 150 percent of the minimum qualifying base-year 
earnings. Under the bill that ratio would be reduced to 130. 

The irrelevance of the variety of comparative factors that the carrier witnesses 
have sought to inject may be illustrated In this way, taking for example the matter 
of duration of benefits. Although the maximum duration of benefits under the 
railroad system is somewhat greater than under the majority of State laws, it 
cannot be regarded as unduly liberal since almost one-half of the States provide 
for the same duration. However, experience shows that only about 13 percent 
of the beneficiaries are unemployed long enough to collect benefits for the maxi- 
mum duration. It is little comfort to the other 87 percent who are faced with the 
fact that their benefits cover a much smaller proportion of their wage loss than 
formerly to be told that if they were unemployed longer they could continue to get 
benefits. Admittedly the Railroad Act is superior to the State laws in its pro- 
vision for unemployment due to sickness. Congress deliberately decided in 1946 
to make such provision notwithstanding the fact that none of the States had a 
comparable provision. But the individual who is out of a job and whose wage loss 
is covered by his unemployment benefits to a much lesser degree than formerly 
cannot buy groceries or pay the rent with the consoling thought that if he were sick 
instead of out of a job he would have the same protection. 

The earrier witnesses have not challenged and cannot challenge the showing 
made in my table 5 that the average benefit paid under State laws is substantially 
higher than that paid under the Railroad Unemployment Insurance Act and that 
the average weekly benefit under State laws covers a much larger percentage of the 


averace weekly earnings than is the case in the railroad industry. Being unable 
to challenge these facts the carrier witnesses seek to challenge the validity of the 
comparison. Their argument is that by virtue of the prevalence of the seniority 


system in the railroad industry combined with the fact that railroads do not shut 
down completely as other industries sometimes do the railroad employees who are 
unemployed are the junior and therefore lower paid employees whereas in other 
industries the unemployed are more propertionately distributed among the various 
wage-rate classifications. There are several fallacies in this argument. Although 
seniority is older and has been developed to greater refinements in the railread 
industry than in most other industries, it has become a widely prevalent system 
throughout industry generally. The very fact that its application in other indus- 
tries may have fewer refinements may in fact operate to give the senior employees 
in other industries wider displacement rights than they would have in the railroad 
industry. The carrier testimony seems calculated to create the impression that 
seniority rights extend all over the railroad and across craft lines so that only a 
complete shutting down of a railroad would throw senior employees out of work. 
Although railroads generally do not shut down completely, they do sometimes 
shut down an entire facility just as other industries do and oftentimes seniority 
rights are confined to that facility. When that occurs all the employees, no matter 
how much seniority they have, are out of work and have no seniority rights that 
enable them to displace junior employees working at another facility. But it is 
not even necessary to shut down a complete facility to bring about the unemploy- 
ment of the higher wage earners. Let us take, for example, a reduction in the 











RAILROAD UNEMPLOYMENT INSURANCE ACT 141 


work performed at a shop with a consequent force reduction. The likelihood is 
that those who are furloughed will include an approximately equal proportion of 
mechanics, helpers, apprentices, and laborers. Normally the mechanics do not 
have seniority rights in the other classifications, so mechanics will be out of a job 
when persons with perhaps lesser seniority inf their classifications will continue to 
work as laborers, helpers, or apprentices. Since the mechanics are paid a uniform 
rate the amount of unemployment benefit payments is not affected by the fact 
that among the mechanics it is the junior mechanics rather than the senior 
mechanics that are laid off. 

It is thus apparent that the unfavorable comparison of average weekly benefits 
between the railroad system and the State systems cannot be explained away by 
differences in employment or lay-off practices. 

Aside from comparison with State laws the carriers have also sought to show that 
the benefits under the Unemployment Insurance Act have kept pace with the 
change in values. No such showing can be made. Mr. Harrison’s testimony 
demonstrated irrefutably that both at minimum wage rates and at average wage 
rates the unemployment benefits today cover a much smaller proportion of the 
wage loss than they did in 1940 and that even with the new rates proposed in the 
bill the degree of protection enjoyed in 1940 would not be fully restored. 

The apparently conflicting showing made by Mr. Scuby’s exhibit No. ‘IT in- 
volves the fallacy of basing the comparisons on the wholly inadequate standards 
of the original 1938 act. He thus seeks to set off against changed economic con- 
ditions since 1940 the improvements in benefits that Congress enacted in 1940 
because of the recognition that the original benefits afforded inadequate protec- 
tion under then existing conditions. There was virtually no change either in 
wages or in the cost of living between the original enact ment of the Unemployment 
Insurance Act and its anfendment in 1940. The 1940 amendments were based 
solely on the inadequacy of the original provisions. The House Committee on 
Interstate and Foreign Commerce in reporting the bill stated: ‘“‘Fifteen months of 
experience in the payment of benefits under the act have made it clear, not only 
that more reasonable benefits could be paid but that large idle reserves would ac- 
cumulate if immediate action were not taken to bring the benefit payments more 
nearly into line with the original conception of what would constitute decent pro- 
tection.”’ It is since 1940 that changing economic conditions have impaired the 
protection then established and it is only in relation to 1940 protection that present 
day protection can be validly compared. 

Had Mr. Souby based his comparisons on 1940 rather than 1939 his figures 
would show the same condition that Mr. Harrison described. For example, on 
sheet 1 of his exhibit II] the weekly unemployment benefit amount for 1940 would 
be $12.50 and the corresponding figure of $25 for January 1952 would be an in- 
crease of 100 percent, whereas, as the exhibit shows, the weekly wage loss has in- 
creased 200.8 percent thus cutting the protection in half. Similarly on sheet 2 
the 1940 weekly benefit amount would be $15 and the January 1952 figure of $20 
would represent an increase of 33% percent, whereas the exhibit shows the weekly 
wage loss to have increased 89.2 percent. On sheet 3 the 1940 weekly benefit 
would be $20 and the increase to $25 in January 1952 would represent an increase 
if only 25 percent, whereas the exhibit shows the weekly wage loss to have in- 
creased 89.2 percent. With respect to sheet 4 even the comparison based on 1939 
shows a shocking reduction in the degree of protection provided. Even on that 
comparison it appears that the unemployment benefit amount has increased only 
118.8 percent, whereas the weekly wage loss has increased by 249.2 percent. 

It thus appears that when Mr. Souby’s figures are properly analyzed they sub- 
stantiate rather than refute the testimony of the proponents of the bill. 

The carriers also sought to show that they do not enjoy the same degree of 
prosperity as other industries. The relevance of that testimony is not apparent. 
lhe fact is unchallenged that the enactment of this bill will have no effect on the 
contribution rate for some vears to come. What their financial condition may be 
when the sliding scale operates to increase the contribution rate is anybody’s 
guess. In any event, it is clear that their financial condition now is far better 
than it was in 1988 when Congress considered that they could afford to pay a 
3-percent payroll] tax for the support of the unemployment compensation system. 
It is likewise unchallenged that as against this basic rate they have saved over 
$388,000,000 since 1948 through operation of the sliding scale because the benefits 
have never been sufficient to absorb the financing. ‘The sliding scale was designed 
to permit the carriers to enjoy a reduced rate of contribution during such period 
as the full 3-percent contribution might not be required for the payment of bene- 
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fits. The carriers are now trying to convert it into an obstacle in the way of mak- 
ing necessary adjustments of benefits. 

The insurance companies make essentially two points. First, they are opposed 
to any increase in sick benefit payments under the railroad unemployment in- 
surance system as it is now set up for fear that this will interfere with their selling 
commercial health and accident insurance to railroad employees. Second, they 
would like to see the system revised so as to provide for compulsory insurance but 
on a “contracting out’’ basis so that the insurance companies could sell protection 
that the railroads and their employees would be required by law to buy. 

The first argument is essentially the same as that which the insurance companies 
propounded when benefits for unemployment due to sickness were first under 
consideration. We pointed out then that if the insurance companies adequately 
understood their own self-interest they would take a contrary position. We 
predicted that the protection against wage losses due to unemployment caused by 
sickness would make emplovees insurance conscious and they would seek voluntary 
commercial protection against the other losses incurred through sickness or dis- 
ability. Apparently this has occurred since the spokesman for the insurance 
companies tells us that voluntary sickness and accident insurance has in general 
been expanding at a very rapid rate in recent vears. Their argument has no more 
validity today against the adjustment of benefits to correspond with current 
values than it had originally against the provision for any benefits. 

The second argument is a new one and a thoroughly astounding and shocking 


one. The suggestion is made in the name of free enterprise that governmental 
authority should be used to require the purchase of insurance that private profit- 
making institutions would sell for a profit. This is not free enterprise but a mani- 


festation of fascism. 

The argument that by this means greater efficiency could be obtained and 
better insurance values at lesser cost is such obvious nonsense as to require refu- 
tation. The test of efficiency in providing insurance protection at low cost is 
what is the ratio of benefits paid to other expenses incurred in the program. A 
comparison on this basis, of course, leaves out of account the profits that private 
companies would expect to make and which the Government does not make. 
However, disregarding profits, it is perfectly apparent that the private companies 
do not approach the railroad unemployment insurance system in the efficiency at 
which protection is provided. 

During the period that the railroad unemployment insurance system has pro- 
vided for sick benefits the total administrative expenses for the administration 
of the sick benefits have been slightly less than 7 percent of the benefits paid 
(Railroad Retirement Board Annual Report, 1951, tables A-] and A-6). Aceord- 
ing to figures given in the 1951 edition of Best’s Fire and Casualty Aggregates 
and Averages the stock insurance companies writing group accident and health 
insurance incurred adjustment and underwriting expenses aggregating 24% percent 
of the benefits paid. The ratio for the mutual companies would be somewhat 
lower with respect to group accident and health. On the other hand, with respect 
to unsegregated accident and health stock companies, the figures show that the 
adjustment and underwriting expenses were 121 percent of the benefits paid. It 
is thus perfectly apparent that no case can be made for contracting out on grounds 
of efficiency. 


The following information was subsequently supplied for the record. 


CHICAGO, cit March 24, 1952. 
Hon. James E. Murray, 
Chairman, Senate Committee on Labor and Public Welfare, 
Senate Office Building, Washington, D. C. 

Increasing railroad insurance benefits as proposed in H. R. 6525 at this time 
is unnecessary and will further distort relationship between railroad benefits and 
State unemployment compensation programs. H. R. 6525 provisions paying 
benefits out of line with earnings have been rejected by States as unsound and 
dangerous to very existence and retention of unemployment compensation and 


retirement programs. Passage of this bill would present precedent for similar 


action in State programs which would call for increased indirect taxes not only 
for railroads but all business. Such taxes would add to burden of all taxpayers 
while increased benefits would create added inflationary pressure. We urge you 
record and consider our objections to H. R. 6525 as unsound, unnecessary, and 
dangerous. 
Gorvon M. JONEs, 
President, Illinois State Chamber of Commerce. 
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Statement or W. B. O’Brren, Secretary, Tax Commrrrer, Natronan Coat 
ASSOCIATION, IN Opposition To 8S. 2639 


The National Coal Association is the trade association of the bituminous eoal 
mine owners and operators in the 28 coal-producing States of the Nation. The 
organization represents approximately 75 percent of the commercial bituminous 
coal production in the United States. 

The bituminous coal industry has a direct interest in any legislation affecting 
the railroads of the Nation. To the railroad industry, coal is a billion-dollar-a-year 
traffic. Coal represents one-quarter of the freight tonnage and one-eighth of the 
freight revenues of all class I railroads. Conversely, the railroads are one of coal’s 
best markets. Railroads currently use about 65 million tons of coal per year, 
or about one-eighth of the bituminous coal industry’s total output. 

The National Coal Association is opposed to the enaccment of 8S. 2639. The 
reasons for our opposition are first summarized and then discussed at greater 
length: 

1. The additional cost of providing the benefits scheduled in this bill would, 
in the long run, be reflected by increased freight rates on coal and all other prod- 
ucts, loss of Federal income taxes from railroads, or both. 

2. The proposed benefit schedule is, in important respects, inconsistent with 
sound unemployment insurance. 

3. The measure would set a compelling precedent for other pending benefit 
proposals. 

1. The measure would afford highly preferential treatment to a small segment 
of private employees. 

5. The enactment of the measure would tend to touch off another round of 
State unemployment insurance liberalizations, even though State benefits have 
just been reviewed and revised by State legislatures. 

1. The additional cost of providing the benefits scheduled in this bill would, in the 
long run, be reflected by incre: sed freight rates on coa! and ill o'her prceducts, loss of 
Federal income taxes from railroads, or both——Unemployment benefits provided 
under the Railroad Unemployment Insurance Act, in common with benefits pro- 
vided under State systems, are financed by employment excise taxes levied on the 
companies whose employmeat is covered. For Federal income-tax purposes 
these special excise taxes are credited, so the smaller a company’s payroll tax is 
the larger is its income tax, and vice versa. 

During World War II, when taxes were high and unemployment was low, the 
Federal-Government’s income tax on railroads was very much less because, unlike 
other employers the railroads were required to pay a full 3-percent unemployment 
tax. This, of course, reduced their otherwise taxable net income, For the 
moment, by virtue of a large reduction in unemployment insurance taxes granted 
by Congress because of the huge railroad unemployment reserves built up ovet 
the war vears, the railroads are paying appropriately small unemployment taxes 
That is to the publie interest. This low unemploymeat tax rate means much 
more income tax payments by the railroads at a time when revenue is desperately 
needed by the Federal Government. 

The present tax rate also means that the railroads do not need as high freight 
rates to produce essential gross revenues as would be the case if they were paying 
the full 3 percent instead of the present one-half of 1 percent rate. This is highls 
important from the viewpoint of inflation. Transportation costs must enter into 
the price of goods just as truly as production costs. 

The railroads are now engaged in seeking higher freight rates, which are being 
opposed before the Interstate Commerce Commission by the coal industry. 
Passage of the proposed legislation would inevitably result in increasing freight 
rates on coal at a time when those rates are already so high that coal is being priced 
out of many of its natural markets, with resulting injury to coal producers, coal 
miners, railroad employees, and the consuming public. 

It. is thus to the interest of the Government, from the viewpoint of preserving 
its revenues, and to the interest of the public, both from the viewpoint as tax- 
payers and as consumers, that the railroad unemployment funds be used only 
for paying needed benefits at needed rates—that there be no benefit increases 
which are unnecessarily generous. I feel that we can all agree upon that point, 
including those who are railroad employees. 

2. The proposed benefit schedule is, in important respects, inconsistent with sound 
unemployment insurance.—lIt is universally recognized by students of unem- 
ployment insurance, even those with very liberal views, that unemployment bene- 
fits (a) must be limited to persons who are in fact attached to the labor market 
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and have been substantially employed, (6) that there should be a reasonable 
relationship between their base year wages and their benefits, and (c) that in no 
event should benefits be in such amounts, as compared to wages when working, 
as to impair work incentives. 

At the December 1950 bearings on H. R. 8059, the bill to’ establish» Federal 
standards for State unemployment compensation systems and otherwise amend 
the Federal law, the Secretary of Labor and the Director of Employment Security 
testified before the Ways and Means Subcommittee respecting the work and 
benefit relationships I have mentioned. 

Mr. Goodwin, Director of Employment Security, United States Department 
of Labor, stated that sound unemployment insurance “provides protection only 
to workers who are ordinarily employed, who are currently unemployed due to 
lack of suitable work, and who are ready, willing, and able to accept such work.” 
He recommended that 26 weeks of unemployment benefits in a benefit year be 
provided “individuals whose attachment to the labor market cannot be ques- 
tioned.”’ He also provided a yardstick for determining this attachment: ‘Such 
an attachment would be demonstrated, I believe, by workers who had earned 
40 times the basic weekly benefit amount in two or more quarters of the base 
period, equivalent to about 20 weeks of employment.”’ 

The minimum benefit in the schedule before you is $3 per day. This is paid 
at the rate of 5 days, or $15 per week. Under Mr. Goodwin’s formula, the total 
qualifying base year wage would be 40 times the $15 benefit amount. That 
would be $600—twice the qualifying amount in the pending bill. 

Usually of more importance than total wages in determining attachment to 
the labor market is distribution of wages. Without going into technicalities, 
Mr. Goodwin’s formula is, as he states, designed to demonstrate a minimum of 
20 weeks’ work. The Railroad Act has no requirement at all for length of work. 
Persons can, and do, qualify for the minimum in the schedule by working less 
than a third of his 20-week yardstick. 

Secretary Tobin discussed benefit amounts, as related to wages, saying: 

“The amount of benefits that workers should receive should be a fair propor- 
tion of the wage loss they suffer, up to a reasonable maximum * * * H. R. 
8059 would set this figure at 50 percent of the worker’s wage loss if he had no 
dependents, * * * 70 percent if he has three or more.”’ 

While we view this yardstick as unrealistically liberal, as applied to some 
classes of employees, the schedule before you goes far beyond it. Persons such 
as the one I have used as an illustration could qualify by earning $25 per month 
for part-time work on Saturdays, but the unemployment or sickness benefit in 
question is $65 per month—$97.50 for pregnancy unemployment and 50 percent 
higher than that for a short initial period and a period following childbirth. 

These examples should serve to illustrate why we feel that the proposed benefit 
schedule is inconsistent with sound unemployment insurance. 

3. The measure would set a compelling precedent for other pending benefit pro- 
posals.—Congress is under increasing pressure to fix unemployment benefits. 
The pending railroad employee bill is only one of a series of proposals. The 
McCormack bill, H. R. 525, drawn up to implement the President’s message, 
would provide benefit standards for all States. The Moody-Dingell bills, 8S. 
2504 and H. R. 6174, would make supplementary benefits available to every 
State with any area with substantial unemployment. The Lehman-Dingell 
bills, S. 2705 and H. R. 6750, would provide benefits to employees unemployed 
because of sickness. All these bills prescribe benefits. If the pending legislation 
is adopted, its schedule will set a powerful, if not a compelling, pattern for all 
systems. Congress can hardly provide a lower-than-railroad-employee level in 
other unemployment benefit legislation. 

1. The measure would increase the already preferential treatment afforded the 
small segment of private employees who are ir railroad employment.—Railroad 
unemployment insurance initially had an over-all liberality somewhat beyond 
but roughly comparable with the State systems. It emphasized such social 
features as a flat number of weeks’ benefits for everyone covered, while the 
typical State system related benefits to a fraction of base period wages and paid 
no one nearly as long as the 5 months initially provided by the railroad system. 
Furthermore, the railroad system’s initial minimum benefit rate of a little under 
$7 per week was far higher than most States. On the other hand, its maximum 
benefit of around $12 per week was substantially less than the $15 per week most 
States were paying. 

The railroad system, however, moved up in liberality by amendments in 1939, 
in 1940, and in 1946. 
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In view of the fact that the railroad system has had added to unemployment 
henefits a system of benefit pay ments for sickness and maternity, which only a 
few State systems have, and in view of the fact that even.these few State programs 
are entirely or largely supported by taxes on employees, it would seem appropriate 
that railroad unemployment benefits should be evened up by being substantially 
less favorable benefits than under State systems. However, I understand that 
in over-all liberality the railroad systém already compares very favorablv indeed 
with State svstems. In the matter of length of benefits, few States match and 
none surpass it. In treatment of persons with small base period earnings, the 
system far outdoes all States. Only in the matter of maximum benefits is it 
exceeded by any State, and as to these by only a comparatively few States. 

Knactment of the proposed schedule for railroad employees would increase 
benefits 50 percent for the persod with $300 base period wages—ana for the person 
with $3,600 base period wages—and would increase all others from 30 to 60 per- 
cent, and thus would provide indefensibly preferential benefits for railroad 
emplovees. 

5. The enactment of the measure would tend to touch off another round of State 
unemployment insurance liberalizations, even though State benefits have just been 
reviewed and revised by State legislatures.—Following the war, the railroad unem- 
ployment insurance program moved up to the Wagner-Murray-Dingell bill stand- 
ard of $25 for 26 weeks. This was followed by State liberalizations, a great many 
of which occurred last year, though the States as a whole have not as vet reached 
the $25 for 26 weeks. The proposed measure, providing $37.50 for 26 weeks, can- 
not but create tremendous pressure for similar action. 

In conclusion, we would like to call attention to certain views expressed by the 
attorney for the committee of the Railway Labor Executives Association in the 
1945 hearings prefacing the adoption of the present benefit_schedule in 1946. I 
hope he was speaking only for himself. Here is what he said, quoted from page 
1111 of the hearings before the House Committee on Interstate and Foreign Com- 
merce on H. R. 1362: 

“IT make no bones about it, so far as I am concerned, and to whatever extent 
my advice might be solicited, if it should appear, after experience, that the bene- 
fits here provided still leave that fund overfinanced, we are going to ask you to 
liberalize it further; because we feel very definitely that we are entitled to have 
that 3-percent contribution devoted to unemployment insurance and that we are 
entitled to have benefits liberalized, to have other kinds of unemployment pro- 
vided for, to have the various artificial limitations appearing as qualifying con- 
ditions cut down, until we have benefits which correspond to the financing.” 

As shippers, taxpayers, consumers, and employers, we are interested in sound 
unemployment insurance. It is to the publie interest that it remain sound. We 
feel that this committee and the Congress as a whole share our views. We believe 
that employees, including railroad employees, feel the same wav. We cannot 
believe that this attorney truly spoke for railroad labor when he expressed the 
sentiments just quoted. 

Benefits framed today on the theory of spending all that three percent of pay- 
roll taxes would provide, means a complete departure from all sound unemploy- 
ment insurance principles; it means benefits which will tend to reduce work in- 
centives at a time when all-out production is desperately needed; it means bene- 
fits whose present cost will soon be reflected in reduced income tax revenues and 
higher prices, and it means benefits which spell bankruptey when payrolls drop 
and unemployment rises. 

For all the reasons we have outlined in this statement we oppose enactment of 
the pending bill. 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D. C., March 5, 1952. 
Hon. James E. Murray, 
Chairman, Senate Labor and Public Welfare Committee, 
Washington, D. C. 

Dear SENATOR Murray: The Chamber of Commerce of the United States is 
opposed to 8S. 2639, a bill to amend the benefit schedule of the Railroad Unem- 
plovment Insurance Act. 

Our opposition is based on the following five points: 

1. The contemplated liberalization of the benefit formula violates the uni- 
versally recognized intent of unemployment insurance legislation, namely, to pay 
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benefits related to prior earnings to workers normally attached to the labor mar- 
ket who are involuntarily unemployed for a temporary period. 

Most informed opinions, including official statements of the Labor Depart- 
ment officials charged with the Federal responsibility for unemployment insur- 
ance, are agreed that unemployment benefits should be limited to persons who are 
actually attached to the labor market. It is also almost universally admitted 
that there should exist some reasonable relationship between the amount of quali- 
fying base-year earnings and the amount of benefits to which an individual may 
be entitled. Practically all persons involved in the administration of unemploy- 
ment insurance, both at the State and Federal levels, are agreed that unemploy- 
ment benefits should never be so high as to impair the individual’s incentive to 
work. 

S. 2639 would permit the payment of benefits to persons only casually and in- 
termittently attached to the labor market; would distort the relationship between 
qualifying wages and benefit amounts; and would provide benefits in some cases 
at a level which would jeopardize the incentive to work. 

2. Action contemplated under this measure would create substantial pressure 
on the Congress to follow this pattern of liberalization in respect to other unem- 
ployment insurance bills presently pending. 

The Congress has before it now H. R. 525, the McCormack bill, to impose 
Federal minimum standards on all State unemployment compensation laws with 
respect to benefit levels, disqualification standards, and eligibility conditions. 

The Congress over the years has been under heavy pressure to amend the 
Federal Unemployment Insurance Act, to increase the amount of Federal control 
of a State program and at the same time markedly liberalize their benefit levels. 

The Senate Finance Committee has just closed hearings on the Moody bill 
S. 2504 which would provide for Federal supplementation of State unemployment 
compensation benefits. The Lehman-Dingell bill introduced last week brings 
before the Congress a request for consideration of a cash sickness benefit program 
to be tied in with old-age and survivors’ insurance. 

It is quite reasonable to assume that whatever action your committee takes on 
the proposed bill before it, such action would exert heavy influence on the Congress 
in its consideration of these other le gislative items which bear on the unemploy- 
ment insurance problems of the entire Nation. 

It is clear to see then that this bill, which directly affects only one small 
segment of the working population, would, in fact, have far-reaching effects upon 
the legislation pending for the much larger group of workers now covered by State 
unemployment compensation laws. 

3. Generally speaking, the Railroad Unemployment Insurance Act, with its 
combination of unemployment and cash sickness benefits, far outpaces the level of 
protection afforded.under State unemployment compensation. 

In respect to duration of benefits, there are few States which presently match 
the railroad formula, while no State has a more extended duration of benefits. 
In terms of types of unemployment provided for, the Railroad Unemployment 
Insurance Act has already established a system of cash sickness and maternity 
benefits which only four States now have. As far as the benefit yield with respect 
to persons with low base-year earnings, the railroad unemployment insurance 
system far outpaces all State systems. 

It follows then that this bill would add to the preferential treatment already 
accorded this segment of the working population. 

4. The enactment of this proposed legislation would set the pattern for another 
heavy round of unemployment benefit liberalizations in all State lezislatures. 

In 1951, more than half the States took action to review and realign their 
unemployment insurance systems. Most of the resulting amendments increased 
benefits. 

The States consistently over the past 15 years have reviewed and improved 
their unemployment insurance laws both in terms of the proper purpose of 
unemployment benefits and in relation to the financial soundness of the State 
funds. 

S. 2639 would, if enacted, generate heavy pressures on State legislatures to 
liberalize the benefit formulas without regard for the adequacy of the financing 
Trees 

The excessively high benefit formula in the proposed measure would neces- 
eels result in increased taxes on railroad carriers. This could not escape being 
reflected in higher freight and passenger rates with a consequent passing on to the 
consuming public of a disproportionately high share of costs for railroad unem- 
ployment insurance. 
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For these reasons, the Chamber of Commerce of the United States respectfully 
requests you to reject S. 2639. We request this statement be made a part of 
the printed record of your committee hearings. 

Cordially yours, 
CLARENCE R. MILEs. 


Aupany, N. Y., March 10, 1952. 
Hon. James E. Murray, 
Chairman, Senate Committee on Labor and Public Welfare, 
Senate Office Building, Washington, D. C. 

We desire to be recorded in the minutes of your hearing as opposing 8. 2639. 
This is an inopportune time to add further to the burdens of the railroads and 
eventually to the cost of living. The proposed extended benefits are inconsistent 
with the independently operated State unemployment insurance system and if 
enacted will be a real threat to the soundness of the State systems. 

F. Rirrer SHUMWAY, 
President, Empire State Association of Commerce. 





Co.tumsus, Onto, March 6, 1952. 
Hon. James E. Murray, 
Chairman, Senate Committee on Labor and Public Welfare, 
Senate Office Building, Washington, D. C.: 

We respectfully request that our opposition to 8. 2639 be recorded in the 
minutes of your hearing. We consider this attempt at further increasing and 
distorting railroad unemployment insurance benefits as a very real threat to the 
soundness of State unemployment compensation systems. Paying benefits 
disproportionate to qualifying wages is economically unsound and morally 
destructive. Any precedent Congress establishes in setting railroad unemploy- 
ment compensation benefits will be strongly urged as a standard for State action. 
We also oppose this amendment as adding another unnecessary indirect increase 
in business operation costs, causing further pressure toward more inflation. 

C. I. WEAVER 
President, Ohio Chamber of Commerce. 
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CHARLESTON, W. Va., March 7, 1952. 
Senator James E. Murray, 
Chairman, Senate Committee on Labor and Public Welfare, 
Senate Office Building. 

Should the Congress adopt 8. 2639 providing for unemployment benefits for 
railway workers out of all proportion to their qualifying wages, the example will 
severely damage the State unemployment compensation systems. The present 
level of benefit payments to the unemployed in West Virginia and other States, 
when compared to net take-home pay of those actively at work is already suffi- 
ciently high to persuade many shiftless workers to accept idleness rather than 
eniployment. This bad situation would be greatly aggravated by increasing the 
present benefit schedule for railway workers. The West Virginia Chamber of 
Commerce by vote of its membership is formally on record in opposition to the 
principles of 8. 2639, and we therefore respectfully request that as a formal record 
of our opposition this telegram be incorporated in the report of your committee’s 
hearings. 

H. A. STANSBURY, 
Managing Director, West Virginia Chamber of Commerce. 





San Antonio, Tex., March 7, 1952. 
Hon. James E. Murray, 
Chairman, Senate Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C.: 

We respectfully request that our opposition to 5. 2639 be recorded in the minutes 
of your hearing. Further increasing and distorting railroad unemployment 
insurance benefits threatens the soundness of our State unemployment compensa- 
tion system. This amendment also will add another unnecessary increase in 
business operation costs and will lead further toward more inflation. 

Ray LEEMAN, 
Zeecutive Vice President, South Texas Chamber of Commerce. 
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Topeka, Kans., March 7, 1952. 
Hon. James E. Murray, 
Chairman, Senate Committee on Labor and Public Welfare, 
Senate Office Building, Washington, D. C. 

The Kansas State Chamber of Commerce respectfully requests that its opposi- 
tion to H. R. 6525 be recorded in the minutes of your committee hearing. Exten- 
sive liberalization of railroad unemployment insurance benefits would further 
upset balance with other social security programs in behalf of a highly preferential 
segment of employees. Proposed increased benefits would set a congressional 
precedent to be strongly urged as a standard for State systems, attacking the 
soundness of the latter. Benefit levels would be entirely disproportionate with 
qualifying wages. Proposed amendment would also be inflationary since unneces- 
sary increase in railroad operating cost would result. 

C. C. Kiker, 
Manager, Kansas State Chamber of Commerce. 


(Thereupon at 11:35 a. m. the hearings were closed.) 
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